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SECURITIES ACT OF 1933 





SECURITIES ACT OF 1933 
Release No. 5681/February 6, 1976 


TEMPORARY SUSPENSION OF THE REGULATION 
A EXEMPTION OF RESEARCH AUTOMATION 
CORPORATION 


The Commission has issued an order temporarily sus- 
pending the Regulation A exemption from registra- 
tion under the Securities Act of 1933 with respect 
to a proposed public offering of securities of 
Research Automation Corporation. 


According to the order, the Commission has 

reason to believe, among other things, that: (a) 

the issuer is subject to an order of permanent in- 
junction issued by the United States District Court: 
(b) the offering circular and notification of Research 
Automation Corporation omit to state material facts: 
(c) the terms and conditions have not been complied 
with; and (d) the offering. if made, would be in 
violation of the antifraud provisions of the securities 
laws. 





SECURITIES ACT OF 1933 
Release No. 5682/February 6, 1976. 


TEMPORARY SUSPENSION OF THE REGULATION 
B EXEMPTION OF RIO GRANDE OIL COMPANY 


The Securities and Exchange Commission has 

issued an order temporarily suspending the Regulation 
B exemption from registration under the Securi- 

ties Act of 1933 with regard to the public offering 

of fractional undivided interests in oil and gas 

leases in the following Rio Grande Oil Company (Rio 
Grande) offerings: 
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Rio Grande Oil Company—#1 Hastings Lease (File 
No. 20-2095A1); Rio Grande Oil Company—Avis #1 
Lease (File No. 20-2095A2); Rio Grande Oil 
Company—#1 Beasley Lease (File No. 20-2095A3): 
Rio Grande Oil Company—Pearmon #1 Lease (File No 
20-2095A4): Rio Grande Oil Company—Judy 

#1 Lease (File No. 20-2095A5):; Rio Grande Oil 
Company—Louvier #1 Lease (File No. 20-2095A6): 
Rio Grande Oil Company—J. C. Mitchell #1 

Lease (File No. 20-2095A7); Rio Grande Oil Company— 
Hoegemeyer #1 (File No. 20-2095A8); Rio Grande 
Oil Company—O’Brien #18 Lease (File No. 
20-2095A9). 


The Commission has reason to believe that the 
exemption from registration afforded by Regulation 

B is unavailable because Rio Grande has not 
complied with the terms and conditions of Regulation 
B in that (1) as to those five offering sheets ef- 
fective on or filed subsequent to December 15, 1975, 
the date that an order was entered by a state court 
in Harris county, Texas, restraining Rio Grande from 
selling securities in or from the state of Texas, 

Rule 306(a) (ii) denies the exemption; (2) Rio Grande 
did not comply with Rule 310(b) by failing to deliver 
copies of the offering sheet to prospective investors 
at or prior to the time of the initial offer of two 

of these offerings; (3) Rio Grande did not comply 
with Rule 310(d) by failing to deliver copies of the of- 
fering sheet to investors at least 48 hours before 
sales of two of these offerings were made; (4) Rio 
Grande failed to comply with Rule 318(b) by utilizing, 
in addition to the offering sheet, prohibited sales 
literature in connection with two of these offerings; 
(5) all of these offering sheets failed to comply 

with Rule 330(a) and (b), by not disclosing that 
Thomas J. Norton, a controlling stockholder 

of Rio Grande, is presently a defendant in a lawsuit 
filed by the Commission in May 1975, alleging vio- 
lations of the federal securities laws; and by not 
disclosing that Lawrence Gardner, a securities salesman 
for Rio Grande, was indicted on January 22, 1975, 
by a grand jury in Harris County, Texas, on charges 
of violating the Texas Securities Act; and by 

making an untrue statement of a material fact by 
stating in the offering sheet that there was no 
pending litigation, when Rio Grande had no reasonable 
grounds to believe that such statement was substan- 
tially correct; and as to those three offering 

sheets effective on or after December 15, 1975, 

by not disclosing the entry on that date, by a 

State court in Harris county, Texas, of an order 
restraining Rio Grande from the sale of securities 

in or from the state of Texas; and (6) in connection 
with three of the offerings, Rio Grande has failed to 
cooperate with and has obstructed and refused to 
permit the making of an investigation by the 
Commission, contrary to Rule 334(a)(iv). 





SECURITIES ACT OF 1933 
Release No. 5683/February 6, 1976. 
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TEMPORARY SUSPENSION OF THE REGULATION B 
— OF KENTUCKY CRUDE OIL & GAS, INC. 


The Securities and Exchange Commission has issued 
No an order temporarily suspending the Regulation B 
exemption from registration under the Securities Act 
of 1933 with regard to the public offering of 

: fractional undivided interests in oil and gas leases 

in the following Kentucky Crude Oil & Gas, Inc. 

Y— | ("Kentucky Crude”) offerings: 


Kentucky Crude Oil & Gas, Inc.—Kentucky, Crude- 
Koehn #1 (File No. 20-2134A1); Kentucky Crude Oil 
& Gas, Inc.—Kentucky, Crude-Eck “B” #1 (File No. 
20-2134A2); Kentucky Crude & Gas, Inc.—Kentucky, 
Crude-Federal NE 1-7 (File No. 20-2134A3); 
Kentucky Crude Oil & Gas, Iinc.—Kentucky, Crude- 
- Federal NW 1-7 (File No. 2134A4). 


The Commission has reason to believe that the 
exemption from registration afforded by Regulation 
B is unavailable because Kentucky Crude has not 
complied with the terms and conditions of Regulation 
de B in that, with respect to all four offerings, (1) 
~ no exemption was available under Regulation B 
; according to Rule 306(a)(ii) [17 CFR 230.306(a) 
(2)] because Petco Oil & Gas, Inc., an affiliate of 
Kentucky Crude, was restrained and enjoined tempo- 
of- rarily on October 10, 1975, by the District Court 
of the State of Oklahoma, in and for the County 
of Oklahoma, from offering or selling securities 
ng. without complying with Sections 201 and 301 of the 
, Oklahoma Securities Act; and (2) no exemption is 
available for this offering under Regulation B 
according to Rule 306(a)(vi) [17 CFR 230.306(a) 
(6)] because Petco Oil & Gas, Inc., an affiliate of 
Kentucky Crude, is and has been subject to an 
order of temporary suspension issued by the 
Commission; and with respect only to the Kentucky 
Crude-Koehn #1 (File No. 20-2134A1) offering, (3) 
Kentucky Crude failed to comply with Rule 330(a) and 
(b) of Regulation B [17 CFR 230.330(a) and (b)} 
by failing to disclose that Petco Oil & Gas, Inc., an 
affiliate of Kentucky crude, (a) was restrained and en- 
joined temporarily by the District Court of the 
State of Oklahoma, in and for the County of Oklahoma, 
ble from offering or selling securities without complying 
- with Sections 201 and 301 of the Oklahoma Securities 
Act and (b) is and has been subject to an order of 
temporary suspension issued by the Commission. 
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SECURITIES ACT OF 1933 
Release No. 5684/February 9, 1976 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12081/February 9, 1976 

PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19379/February 9, 1976 








ACCOUNTING SERIES 
Release No. 189/February 9, 1976 


NOTICE OF WITHDRAWAL OF RELEASE NO. 5612 
WHICH PROPOSES AMENDMENTS TO FORM 10-0 
AND REGULATION S-X REGARDING INTERIM FINAN- 
CIAL REPORTING 


On September 10, 1975 the Commission issued Account- 
ing Series Release No. 177 adopting amendments 

to Form 10-Q and Regulation S-X regarding interim 
financial reporting. in that release, the Commission 
adopted substantially increased requirements for the 
content of quarterly reports on Form 10-Q by all 
registrants now reporting on Forms 7-Q and 10-Q and 
a new rule [Rule 3-16 (t)] which requires disclosure 
of selected quarterly financial data in notes to financial 
data in notes to financial statements of certain re- 
gistrants whose shares are actively traded and whose 
size is above cetain limits. Reference is made to 
Accounting Series Release No. 177 for a discussion 
of the new reporting requirement on Form 10-Q and 
applicability of Rule 3-16(t) to registrants. 


The Commission noted in ASR No. 177 that the inclusion 
of interim data in an unaudited footnote to the finan- 
cial statements will associate the independent accountant 
with these data. Therefore, the Commission simul- 
taneously issued for comment Release No. 5612 in 
which it proposed review and reporting procedures 
which set forth its expectations as to the respon- 
sibilities of independent accountants who are asso- 
ciated with interim financial data. The pupose of 

the proposal was to provide the profession with 
appropriate ‘professional standards and procedures” to 
protect the interests of investors. 


The Commission noted in ASR No. 177 that the subject 
of auditor involvement with interim financial data has 
been under active consideration by the Auditing Stan- 
dards Executive Committee (AudSEC) of the American 
Institute of Certified Public Accountants. The Com- 
mission urged AudSEC to continue its study of auditor 
involvement in the interim reporting process. It in- 
dicated that if AudSEC adopted a statement which 
satisfactorily defines the standards and procedures to be 
followed by auditors for such involvement, it would 
withdraw Release No. 5612. 


In December 1975 AudSEC issued Statement on Auditing 
Standards No. 10 entitled “Limited Review of Interim 
Information.” The standards and procedures set forth 

in that statement appropriately define the role of 

the auditor in the interim reporting process. Accor- 
dingly, the Commission is withdrawing the proposed 
rules set forth in Release NO. 5612 and intends to 
rely on the standards adopted by AudSEC. 


By the Commission. 


George A. Fitzsimmons 


Secretary 
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SECURITIES EXCHANGE ACT OF 1934 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12073/February 6, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
PACIFIC STOCK EXCHANGE File No. SR-PSE-76-4 


The Pacific Stock Exchange (“PSE”) submitted on 
January 27, 1976 a proposed rule change under Rule 
19b-4 to amend its Constitution and certain of its 
Rules in connection with its responsibilities under 
Rule 19b-3 of the Securities Exchange Act of 1934 
prohibiting the fixing of commissions rates by na- 
tional securities exchanges. 


Publication of the submission is expected to be made in 
the Federal Register during the week of February 

9, 1976. In order to assist the Commission to deter- 
mine whether to approve the proposed rule change or 
institute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 
are invited to submit written data. views and arguments 
concerning the submission within 25 days from the 
date of publication in the Federa/ Register. Persons 
desiring to make written submissions should file six copies 
thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capitol Street. 
Washington, D.C. 20549. Reference should be made to 
File No. SR-PSE-76-4. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission's Public Reference Room, 1100 
L Street. N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12074/February 6, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
DETROIT STOCK EXCHANGE File No. SR-DSE-76-1 


The Detroit Stock Exchange (“DSE’’) submitted on January 
23, 1976 a proposed rule change under Rule 19b-4 to 
allow the Governing Committee to fix the number of its 
members at not less than seven nor more than eleven. 


Publication of the submission is expected to be made in 
the Federal Register during the week of February 9, 
1976. In order to assist the Commission to determine 
whether to approve the proposed rule change or in- 
Stitute proceedings to determine whether the proposed 
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rule change should be disapproved, interested persons are 
invited to submit written data, views and arguments 
concerning the submission within 25 days from the date 
of publication in the Federa/ Register. Persons 
desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North Capitol 
Street, Washington, D.C. 20549. Reference should be 
made to File No. SR-DSE-76-1. 


Copies of the submission and of all written comments will 
be available for inspection at the Securities and Ex- 
change Commission's Public Reference Room, 1100 L 
Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12075/February 6, 1976 


DELEGATION OF AUTHORITY TO THE DIRECTOR OF 
THE DIVISION OF MARKET REGULATION WITH RE- 
SPECT TO CERTAIN PROVISIONS OF THE UNIFORM 
NET CAPITAL RULE (RULE 15c3-1) 


The Securities and Exchange Commission today an- 
nounced the adoption of amendments to paragraph 
(a)(8) in Chapter I! of Title 17 of the Code of Federal 
Regulations. The amendments delegate to the Director 
of the Division of Market Regulation (“the Director’) 
authority to perform certain of the Commission's func- 
tions under Rule 15c3-1, the uniform net capital rule. 


Sections 78d-1 and 78d-2 of Title 15 of the United States 
Code’ vest the Commission with the power to delegate 
any of its functions to, inter alia, a division 

of the Commission. Acting pursuant to this statutory 
provision, the Commission in 1972 adopted? Section 
200.30-3 of Part I! of Title 17 opf the Code of Federal 
Regulations, delegating to the Director certain of 

its functions under rules adopted pursuant to the 
Securities Exchange Act of 1934. Paragraph (a)(8) thereof 
vested the Director with delegated authority to grant 
exemptions from Rule 15c3-1 pursuant to paragraph 
(b)(3) of the rule. 


On June 26, 1975, the Commission adopted* amend- 





' Act of Aug. 20, 1962, Pub. L. No. 87-592, 87th Cong., 
2d Sess., 76 Stat. 394. 


2 Securities Act Release No. 5389 (Aug. 14, 1972), 37 
FR 16795 (Aug. 19, 1972). 


3 Securities Exchange Act Release No. 11497 (June 26, 
1975), 40 FR 29795 (July 26, 1975). 













































ments to Rule 15c3-1 constituting a uniform net capital 


The uniform rule not only perpetuates paragraph (b)(3), 


: ¢ rule applicable to substantially all brokers and dealers. 


INS 


but also adds several new provisions respecting which 
the Commission has determined that it is appropriate 
in the public interest and for the protection of in- 
vestors to delegate to the Director authority com- 
parable to his existing authority under paragraph 

(b\(3). Accordingly, the Commission amends paragraph 
(a\(8) of Section 200.30-3 of Chapter II of Title 17 

of the Code of Federal Regulations as follows (new 
matter italicized; deleted material [bracketed}): 


§200.30-3 Delegation of authority to Director 
of Division of Market Regulation. 


Pursuant to the provisions of Public Law No. 
87-592, 76 Stat. 394 (15 U.S.C. 78d-1, 78d-2), 
the Securities and Exchange Commission hereby 
delegates, until the Commission orders otherwise, 
the following functions to the Director of the 
Division of Market Regulation to be performed by 
him or under his direction by such person or 
persons as may be designated from time to time 
by the Chairman of the Commission: 


(a) With respect to the Securities Exchange 
Act of 1934 (15 U.S.C. § 78a, et seq.): 


(8) Pursuant to Rule 15c3-1 [(b)(3)] (§ 240.15c3-1 
[(b)(3)] of this chapter) [to grant exemptions to 
brokers or dealers from Rule 15c3-1 (§ 240.15c3-1 
of this chapter)]: 


(i) To approve lesser equity requirements in 
specialist or market maker accounts pursuant to 
Rule 15c3-1(aN6)iiiNE) (§ 240.1 5c-1(aN6HiiiNE) 
of this chapter); 


(ii) To grant exemptions from Rule 15c3-1 
(§ 240.15c3-1 of this chapter) pursuant to Rule 
15c3-1(bi3) (§ 240.15c3-1(b)(3) of this chapter); 


(iii) To grant temporary exemptions upon speci- 
fied tems and conditions from the debt-equity re- 
quirements of Rule 15c3-1(d) (§ 240.15c3-1(d) 
of this chapter); 


(iv) To approve a change in election of the alter- 
native capital requirement pursuant to Rule 15c3-1 
(tM 1 Mi) & (ii) (§ 240.15c3-1(f)1Hi) & (ii) of this 
chapter). 


Statutory Basis and Effective Date 


These amendments to Section 200.30-3 of Chapter II 
of Title 17 of the Code of Federal Regulations are 
adopted pursuant to Sections 15(c)(3) and 23(a) of the 
Securities and Exchange Act of 1934, and Sections 78d-1 
and 78d-2 of Title 15 of the United States Code. Inas- 





much as these amendments involve rules of agency 
Organization, procedure or practice within the meaning of 
i the Administrative Procedure Act (15 U.S.C. § 553(b) 
~ (3A) (1970)), notice and public procedure are not 


- 


required, and these amendments are effective 
immediately. 


By the Commission. 


George A. Fitzsimmons 


Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12076/February 6, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
PACIFIC CLEARING CORPORATION (File No. 
SR-PCC-76-2) 


The Pacific Clearing Corporation submitted on February 2, 
1976, a proposed rule change under Rule 19b-4 to 
amend its fee schedule. 


The foregoing rule change has become effective, pur- 
suant to Section 19(b)(3)(A) of the Securities Exchange 
Act of 1934. At any time within sixty days of the 
filing of such proposed rule change, the Commission 
may summarily abrogate such rule change if it ap- 
pears to the Commission that such action is necessary 
Or appropriate in the public interest, for the protection 
of investors; or otherwise in furtherance of the pur- 
poses of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of February 

9, 1976. Interested persons are invited to submit 
written data, views and arguments concerning the sub- 
mission within 21 days from the date of publication 

in the Federal Register. Persons desiring to make 
written submissions should file six copies thereof with 
the Secretary of the Commission, Securities and Ex- 
change Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to 
File No. SR-PCC-76-2. 


Copies of the submission and of all written comments will 
be available for inspection at the Securities and 
Exchange Commission's Public Reference Room, 1100 L 
Street, N.W., Washington, D.C. Copies of the filing will 
also be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 


Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12077/February 6, 1976 
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In the Matter of 


MIDWEST SECURITIES TRUST COMPANY 
120 South LaSalle Street 
Chicago, Illinois 60603 


(File No. SR-MSTC-75-4) 


ORDER APPROVING RULE CHANGE SUBMITTED BY 
THE MIDWEST SECURITIES TRUST COMPANY PRO- 
VIDING FOR THE ESTABLISHMENT OF A DEPOSITORY 
INPUT SATELLITE SYSTEM 


On November 24, 1975, the Midwest Securities Trust 
Company (“MSTC”), a wholly-owned subsidiary of the 
Midwest Stock Exchange, Inc., submitted a proposed 
rule change pursuant to Rule 19b-4 under the Securities 
Exchange Act of 1934 (the “Act’’) to enable MSTC to 
establish a depository input satellite system (“DIS 
System”) which would allow MSTC participants to 
deposit securities with banks acting as agents of 
MSTC and to receive credit for the deposits at MSTC 
prior to the actual physical delivery of securities 

from the banks to MSTC. In connection with the 
proposed rule change, MSTC requested that the Com- 
mission continue its previous finding pursuant to 
paragraph (g) of Rules 8c-1 and 15c2-1 under the Act 
that the agreements, provisions and safeguards estab- 
lished by MSTC are adequate for the protection of 
investors. 


In accordance with Section 19(b) of the Act and Rule 
19b-4 thereunder, the rule change was published in the 
Federal Register (40 Fed. Reg. 59790, December 

30, 1975), and the public was invited to submit 
comments until January 20, 1976. Notice of the filing 
and an invitation for comments also appeared in Securi- 
ties Exchange Act Release No. 34-11937, December 18, 
1975. No letters of comment were received. 


In connection with its review of the submission, the Com- 
mission requested representations from MSTC concern- 
ing the operation of the DIS System. The representations 
were made in a letter from MSTC dated January 28, 
1976 which was incorporated in the MSTC submission 
and included in the public file. 


The Commission has reviewed the MSTC submission and 
finds that the agreements, provisions and safeguards 
established by MSTC are adequate for the protection 
of investors. The Commission finds also that the proposed 
rule change is consistent with the requirements of the 
Act and the rules and regulations thereunder applicable 
to registered clearing agencies. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the proposed rule change contained in 
File No. SR-MSTC-75-4 be, and hereby is, approved. 


By the Commission. 


George A. Fitzsimmons 


Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12078/February 6, 1976 


INTERPRETATION OF CERTAIN TERMS IN ITEM 10 OF 
THE UNIFORM APPLICATION FOR REGISTRATION, 
LICENSE OR MEMBERSHIP AS A BROKER OR DEALER 
(FORM BD, FORMERLY FORM U-3) AND SOLICITATION 
OF COMMENTS (File No. S7-615). 


The Securities and Exchange Commission today an- 
nounced the interpretation of certain terms in item 
10 of Form BD, the Uniform Application for Registra- 
tion, License or Membership as a Broker or Dealer. 


The Commission adopted Form BD (formerly Form U-3), 
the Uniform Application for Registration, License or 
Membership as a Broker or Dealer, on May 16, 1975,' 
and subsequently modified the Form on July 10, 1975, 
and August 29, 1975.? 


All registrants are reminded that the Commission has 
required all brokers and dealers to file a revised Form 
BD by January 29, 1976. A failure to file the revised 
Form BD constitutes a violation of Rule 15b3-1 of the 
Securities Exchange Act of 1934. Any broker or dealer 
who has not done so should file revised Form BD 
immediately. 


Form BD replaces the application forms required by the 
Commission, various self-regulators, and forty-eight 
states.* Use of the uniform form allows regulating 
agencies greater access to more meaningful data while 
decreasing the cost of compliance for registrants. 


Subsequent to the adoption of modifications to Form BD, 
commentators have noted the need for interpretation of 
certain words and phrases, particularly in Item 10. 

In order to determine whether applicants for regis- 
tration meet the requirements imposed by Section 15(b) 
of the Securities Exchange Act of 1934 (“the Act”) 
and to assure that all applicants are apprised of the nature 
and scope of the representations they must make in 
item 10, the Commission announces the following 
interpretations. 


Interpretation of the Scope of Item 10: 
Definition of “Any Employee” 


Commentators have reported that, in the context of item 






















' Securities Exchange Act of 1934 Release No. 11424 
(May 16, 1975). 


2 Securities Exchange Act of 1934 Release No. 11530 


(July 10, 1975) and Release No. 11626 (August 29, 1975). 


3 Securities Exchange Act of 1934 Release No. 11530, 
supra. 


* New Jersey has not adopted Form BD. As a result of 
a recently-enacted privacy law, California has not accepted 
Form BD. The Commissioner of Corporations has im- 
plemented Form CBD while awaiting legal opinion 

on the construction of the statute as it impacts on 
certain items in Form BD and exploring the possibility 
of clarifications in the Form. 2 
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10 which requires disclosure of certain actions taken by 
the Commission, and other regulatory and self-regulatory 
organizations, of association with particular persons or 
entities, and of specified criminal convictions, the 
meaning of the phrase “any employee” requires interpre- 
tation. Commentators have asked for clarification as to 
whether persons performing functions that are solely 
clerical or ministerial are excluded from the words 
“any employee.” If clerical and ministerial employees 
are included, commentators have requested additional 
time in which to collect information necessary for the 
completion of this item and guidelines as to the ex- 
tent to which they may rely upon questionnaires sub- 
mitted by employees and associated persons in making 
the required representations. 


The Commission has determined that an applicant is re- 
quired to include representations as to clerical and 
ministerial employees in every subpart of item 10. 


Section 15(b)(1) requires the Commission to deny regis- 
tration after a finding that, if registered, an appli- 

cant would be subject to suspension or revocation of 
its registration under paragraph (4) of Section 15\(b). 
Certain disciplinary action against a ‘person associated 
with a broker or dealer” pursuant to paragraph (6) may 
bc a basis for a sanction of the broker or dealer un- 
der subparagraph (F) of paragraph (4). By virtue of 
the final parenthetical phrase in the definition of “‘as- 
sociated person” in section 3(a)(18), clerical and 
ministerial employees are subject to sanction under 


, paragraph (6). Thus, the Act requires the Commission to 


consider the conduct of clerical and ministerial employees 
in evaluating an application for registration. 


Accordingly, the Commission has determined in the public 
interest and for the protection of investors that the 
phrase “any employee” in item 10 is interpreted to 
include persons whose functions are solely clerical 

or ministerial. 


The Commission recognizes that this interpretation may 
require an applicant to evaluate data and submit in- 
formation which, under existing recordkeeping procedures 
and personnel practices, may not be readily avail- 

able. The Commission has determined to permit registrants 
who are filing Form BD as an update of an existing 
registration to submit, with a timely filing of Form BD 
complete in all other respects, a plan for completion 

of item 10 with respect to clerical and ministerial 
employees. This plan should contain: a request for an 
extension of time in which to complete item 10, 

which extension shall be deemed granted within fifteen 
days of filing unless the Commission notifies the 
registrant to the contrary; representations that the firm 
is in the process of collecting the required inforrnation: 
a timetable of contemplated activity including the date. 
not later than July 28, 1976, on or before which a 
complete response to item 10 of Form BD will be 
filed; and a factual justification for the proposal 

of such time period. 


If such a plan is filed, item 10 should be designated by an 
asterisk with an appropriate legend at the foot of page 
3 of Form BD detailing the nature of representations 

made, noting that a plan has been filed with the Com- 


mission, and stating the date by which a complete 
filing will be made.® 


Interpretation of Persons “Associated” for Purposes of 
Item 10f(a}fix) 


Commentators have noted that item 10(a)(ix), which re- 
quires disclosure by every employee and other specified 
persons of association with any person subject to a 
statutory disqualification noted in item 10(a)(v)-(viii), 
may be unlimited in scope since neither the form nor 
the Act appears to specify the nature of the asso- 
ciation which is the subject of inquiry. 


The Commission has determined in the public interest and 
for the protection of investors that. as to individuals 
required to provide information in response to this item, 
the term should be interpreted to confine disclosure 
to activities related to business or financial endeavors, 
thus eliminating disclosure of purely social or fraternal 
relationships. An individual employee or other person 
enumerated will be considered to be “associated 
with” a person subject to a specified disqualification 
when that employee or other person enumerated himself 
employs or is employed by, or is a co-partner or co- 
venturer, whether formally by agreement or informally 
by conduct, with such a person. 


Interpretation of “Any Proceedings” for Purposes 
of Item 10(c) 


Commentators have requested further interpretation of the 
term “any proceedings” for the purposes of item 10(c). 
which requires disclosure of any proceedings in which 
an adverse decision would result in an affirmative 
response to any part of item 10. Commentators have 
expressed concern that the item may require dis- 
closure of proceedings which the Commission or another 
regulator or self-regulator has determined should be 
private. 


For purposes of item 10(c), the term “proceedings” 

includes proceedings brought by the Commission, regu- 
lators, and self-regulators and does not include investi- 
gations, arrests without convictions, and civil litigation 
not conducted by a self-regulatory or regulatory body. 


The Commission has determined in the public interest and 
for the protection of investors that responses to item 
10(c) shall include information with respect to all pro- 
ceedings. However, an applicant may, if it elects to 

do so, answer item 10(c) on Form BD with respect 

to public proceedings only if it also submits on a 
separately-bound Schedule D designated as “Schedule D - 
Private Proceedings” information with respect to private 
proceedings. If the applicant elects to submit a 
separately-bound “Schedule D - Private Proceedings” and, 
by accompanying letter, requests confidential treatment, 
this Schedule D shall not be part of the public file. 





5 If the broker or dealer has already filed Form BD as an 
update to an existing registration, the broker or dealer 
may file promptly an amendment thereto containing the 
plan specified in this release and in all other respects 
complying with the interpretations in this release. 
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The Commission has determined that permitting confiden- 
tial treatment for a separately-bound “Schedule D - 
Private Proceedings” preserves the policy judgement 
implicit in the determination by the Commission or a 
regulatory or self-regulatory organization to conduct 
private proceedings while allowing the Commission 
and other regulators and self-regulators to evaluate 

an application for registration in light of all rele- 

vant facts.® 


The Use of Questionnaires in Connection With Completion 
of Item 10 


Commentators have noted that neither the “Special 
Instructions for Completing Form BD” nor the form 
itself set forth the extent to which an applicant may 
rely on questionnaires designed to elicit the informa- 
tion required to make the representations in item 10 
as to its employees and associated persons. 


The Commission has determined in the public interest 
and for the protection of investors that, with respect to 
@ person employed by, or associated with, such broker- 
dealer, it would ordinarily be sufficient if the repre- 
sentations are based on answers to questionnaires, 
signed and submitted by each such person, which elicit 
the necessary information, unless specific facts indicate 
that further inquiry is necessary. However, the applicant 
is expected to conduct an appropriate and more exten- 
sive inquiry in the case of new principal officials, 
branch managers, registered representatives, employees 
handling customers’ money or securities, and other 
associated persons. 


Any such questionnaire which is used as the basis of 
representations made in item 10 should be periodically 
updated. 


Any registrant or applicant who has filed Form BD prior 
to the announcement of these interpretations and who, 
on the basis of this release, has reason to believe 
that its application is incomplete or inaccurate should 
promptly amend Form BD to conform to the interpreta- 
tions set forth in this release. 


Filing Requirements For Schedule F, the State Supple- 
mental Information Form 


Commentators have expressed uncertainty as to the filing 
requirements of Schedule F, the State Supplemental 
Information Form, for a broker-dealer already registered 
in a particular state. Many of the documents listed 

are normally submitted only at the time of original 
application. Further, in a number of instances, com- 
mentators have suggested that the nature or extent 

of information or documentation being requested 

is unclear. : 


Virtually all of the forty-eight states which have adopted 
Form BD have developed, or are in the final stages of 


developing. instructions which describe the informa- 
tion which is required to be filed in the state and 
prescribe whether Schedule F will be used for renewal, 
registration, or both. Each registrant or applicant 
should contact the appropriate state securities adminis- 
trator to obtain information concerning the require- 
ments of that state.’ 


Competitive Considerations 


The Commission has determined that these interpretations 
impose no burden on competition that is not necessary 
Or appropriate in the public interest and for the protection 
of investors and in furtherance of the purposes of the Act. 


Solicitation of Comments 


The Commission continues to solicit comments with 
respect to Form BD and, in particular, with respect to 
items 10(a)(x), 10(a)(xii), and the various interpre- 
tations set forth in this release in order that the goals 
of uniformity and simplicity may be achieved. Further, 
the Commission intends to continue to consult with the 
various state administrators and regulators using the 
uniform form and the Report Coordinating Group, a 
Federal advisory committee created to assit the achieve- 
ment of uniformity in reporting and registration. 


Interested persons should direct their comments on a con- 
tinuing basis to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 North Capitol 
Street, Washington, D.C. 20549, and should refer to File 
No. S$7-615. These comments will be available for public 
inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 

















® With respect to the filing of such information with other 
regulatory bodies, however, the applicant should consult 
the appropriate state securities administrator to deter- 
mine the proper method of disclosing the existence and 
nature of private proceedings in that jurisdiction. 
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7 The state of California has recently enacted Section 461 
of the Business and Professions Code. which pre- 
cludes any public agency from requesting or collecting 
information from individuals pertaining to arrests 
without conviction. Pursuant to this statute, the Com- 
missioner of Corporations has, as an emergency measure, 
adopted a form for registration of brokers and dealers 
which, although it substantially parallels Form BD, 
excludes specific items on the current Form BD. 
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In the Matter of 

APPLICATION FOR TEMPORARY EXEMPTION FROM 
REGISTRATION AS A SECURITIES INFORMATION 
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NAEDAQ, INC. 


ORDER GRANTING 
TEMPORARY EXEMPTION 


Section 11A(b)(1) of the Securities Exchange Act 

of 1934 (the “Act’) provides for the registration 

with the Commission of those securities information 
processors which perform the functions of a securities 
information processor on an exclusive basis on 

behalf of a national securities exchange or 

registered securities association. That section also 
authorizes the Commission to exempt, by rule or order, 
any securities information processor from any provision 
of Section 11A or the rules and regulations thereunder, 
if the Commission finds that “such exemption is 
consistent with the public interest, the protection of 
investors, and the purposes of [Section 11A] including 
the maintenance of fair and orderly markets in securities 
and the removal of impediments to and perfection of 
the mechanism of a national market system.” 


The National Association of Securities Dealers, Inc. 
("NASD") and its subsidiary, NASDAQ, Inc., have 
notified the Commission that on February 9, 1976 the 
NASD intends to consummate a proposed purchase 

of the NASDAQ system assets from the Bunker Ramo 
Corporation (“Bunker Ramo”), including hardware, 
software, and expertise purchased, manufactured or 
developed by Bunker Ramo during the life of the 

1968 Agreement between the NASD and Bunker Ramo. 
The NASD also intends, on that date, to assign its 
rights, title, interests and obligations in such 

purchase to NASDAQ, Inc. and proposes to enter into a 
Technical Services Agreement with Bunker Ramo 
under which Bunker Ramo will provide technical, 
operational and maintenance services with respect to the 
NASDAQ system.' The Certificate of Incorporation of 
NASDAQ, Inc. and the terms of the proposed assign- 
ments to NASDAQ, Inc. of NASD’s rights in both the 
Technical Services Agreement and the NASDAQ 
Purchase Agreement establish that, as of February 9, 
1976, NASDAQ, inc. will be engaged on an exclusive 
basis on behalf of the NASD. a registered securities 
association, in collecting, processing and preparing for 
distribution or publication information with respect to 
quotations distributed or published by means of an 
electronic system operated or controlled by the NASD. 
NASDAQ, Inc. is thus an exclusive processor which will, 
as of February 9, 1976, be required to register pur- 
suant to Section 11A\(b). 


By letter dated January 28, 1976 the NASD requests 
that the Commission exempt NASDAQ, Inc. from the 
registration requirements of Section 11A(b) for a period 
of thirty (30) days after NASDAQ, Inc. assumes control 
of the NASDAQ system from Bunker Ramo, thereby 
allowing NASDAQ, Inc. to operate the NASDAQ 
system in compliance with Section 11A(b) of the Act 
while an application for registration is prepared. The 
Commission finds that the exemption of NASDAQ, Inc. 
from registration for a period of thirty days following 
the consummation of the sale and its assignment to 
NASDAQ, Inc. is appropriate and consistent with the 
public interest, the protection of investors, and the 
purposes of Section 11A. 


The Commission also finds that a continuation of the 
exemption of NASDAQ, Inc., conditional upon its filing 
of an application for registration pursuant to Rule 
11Ab2-1 or an application for an exemption pursuant to 
Section 11A(b)(1), is appropriate and consistent with 
the public interest, the protection of investors, and the 
purposes of Section 11A. Such continuation shall extend 
for a period of ninety (90) days following the date of 
publication of notice of the filing of an application for 
registration or exemption from registration by NASDAQ, 
Inc. and will thus afford interested persons an 
Opportunity to submit written data, views and arguments 
concerning such application. ? 


NASDAQ, inc. would, if registered, be subject to the 
requirements of Sections 17(a) and (b) (concerning the 
making and keeping of prescribed records, and 
authorization for Commission inspection of any records 
kept) and Section 11A(b)(5) of the Act (concerning the 
filing of notices with the Commission of prohibitions 
or limitations of access to services). To implement the 
statutory purposes of Section 11A(b) during the 
complete term of this exemption, the grant of this 
exemption is conditional upon NASDAQ, Inc.'s 
compliance with the provisions of Sections 17(a) and 
(b) of the Act as applicable to registered securities 
information processors. As a further condition of this 
exemption, NASDAQ, Inc. shall, if it prohibits or 

limits any person with respect to access to services 
offered by it, directly or indirectly, file or cause to be 
filed with the Commission, within 15 days of such 
prohibition or limitation, notice of such action and send 
a copy of such notice to any person aggrieved by such 
prohibition or limitation. The notice shall include, in 
narrative form, the name and address of the party to 
which the prohibition or limitation was applied, the date 
access was requested, the nature of the request, the 
effective date of such prohibition or limitation, the 
reason for such prohibition or limitation, and any 
applicable documents. 


ACCORDINGLY, IT IS ORDERED, pursuant to Section 
11A(b)(1) of the Act, that NASDAQ, Inc., upon the 
conditions stated herein, shall be exempt from 
registration as a securities information processor for a 





' Bunker Ramo, as operator of the NASDAQ system, 
was temporarily exempted from registration as a 
securities information processor by Release No. 
34-11874 (November 26, 1975) 40 FR 56987 
(December 5, 1975), 8 SEC Docket 538 (December 9. 
1975) and was further exempted from registration, 
upon condition that the sale of the NASDAQ system 
was consummated, by Release No. 34-12036 (January 
22, 1976). 


2 Publication of notice of the filing of an application 
for registration is required by Section 11A(b)(3) of the 
Act. Although notice of a request for an exemption from 
registration is not mandated by the Act. the 
Commission published notice of such application by 
Bunker Ramo, Quotron Systems, Inc. and P. C. Service 
Corp. and requested comments thereon, see Release 
No. 34-11772 (October 29, 1975), 40 FR 51514 
(November 5, 1975), 8 SEC Docket 414 (November 
25, 1975). 
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period of thirty (30) days following consummation of 
the sale of the NASDAQ system to the NASD and the 
assignment of the NASD's rights in such purchase to 
NASDAQ, Inc. 


IT IS FURTHER ORDERED, pursuant to Section 11A(b) 
(1) of the Act, and upon the conditions stated herein, 
that upon the filing by NASDAQ, Inc. of an application 
for registration or exemption from registration within 
the thirty-day period prescribed above, NASDAQ, Inc. 
shall be exempt from registration as a securities 
information processor for an additional period of 
ninety (90) days following the day of publication of 
notice of such filing. 


By the Commission. 


George A Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12080/February 6. 1976 


In the Matter of 
Proposed Rule Change by 
Pacific Stock Exchange Incorporated 


(SR-PSE-76-7) 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY PACIFIC STOCK EXCHANGE, 
INCORPORATED AND ORDER APPROVING 
PROPOSED RULE CHANGE. 


Pursuant to Section 19(b)(1) of the Securities Exchange 
Act of 1934, 15 U.S.C. 78s(b)(1), as amended by 
Pub. L. No. 94-29, §16 (June 4, 1975) (the “Act”), 
notice is hereby given that on February 6, 1976, the 
Pacific Stock Exchange, Inc. (“PSE”), a national 
securities exchange registered with the Commission 
pursuant to Section 6 of the Act, filed with the 
Commission copies of a proposed rule change. The 
proposed rule change would amend PSE Rules | and II 
by deleting the definition of odd-lot differentials 

and the requirements that specialists impose such 
odd-lot differential and by adding a provision that 
nothing contained within the PSE Rules shall be 
construed to require the charging of an odd-lot dif- 
ferential. 


Publication of the proposed rule change is expected to 
be made in the Federal Register during the week of 
February 16, 1976. Interested persons are invited to 
submit written data, views and arguments concerning 
the proposed rule change within 30 days from the date 
of publication in the Federal Register. Persons 
desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, 
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Securities and Exchange Commission, 500 North Capitol 
Street, Washington, D. C. 20549. Reference should 
be made to File No. SR-PSE-76-7. 


The Commission is directed under Section 19(b)(2) of 
the Act to approve a proposed rule change if it 

finds it to be consistent with the requirements of 

the Act and rules thereunder applicable to such 
organization. The Commission finds that the proposed 
rule change is consistent with the requirements of 
the Act and the rules and regulations thereunder 
applicable to national securities exchanges including 
the requirements of Section 6 and the rules and 
regulations thereunder. In particular, under Section 6(e) 
of the Act, exchanges will be prohibited, effective 
May 1, 1976, from imposing any schedule or fixing 
rates of commissions, for acting as an odd-lot dealer. 
Nothing in the Act prohibits an exchange from taking 
action, such as that being taken currently by the 

PSE, in advance of May 1, 1976. 


IV 


Further, the Commission finds good cause for approving 
the proposed rule change prior to the thirtieth day 
after the date of publication of notice of the filing 
thereof. Eliminating the requirement that a prescribed 
odd-lot differential be charged will promote competition 
in odd-lot trading; PSE members engaged, or who wish 
to engage, in odd-lot trading on the exchange will 

be able to compete on the basis of charges for odd-lot 
business. 


A firm engaged in the odd-lot business on the PSE and 
which is required to charge the fixed odd-lot 
differential would be at a competitive disadvantage with 
respect to firms which execute odd-lot transactions 
off the exchange and are not required to charge the 
odd-lot differential. [immediate removal of the 
requirement that a prescribed odd-lot differential be 
charged on odd-lot orders executed on the exchange 
will allow exchange members to begin competing, on an 
equal basis, with firms which are executing, or which 
may begin to execute, odd-lot orders off the exchange 
without charging an odd-lot differential. 


For the foregoing reasons, the Commission finds good 
cause for approving the proposed rule change prior to 
the thirtieth day after publication of notice of filing 
thereof. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
referenced above be, and it hereby is, approved, 
effective February 6, 1976. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12081/February 9. 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5684/February 9, 1976 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12082/February 9, 1976 


SECURITIES INVESTOR PROTECTION ACT OF 
1970 
Release No. 55/February 9, 1976 


The Securities and Exchange Commission has ordered 
administrative proceedings under the Securities 
Exchange Act of 1934 (“Exchange Act”) and the 
Securities Investor Protection Act of 1970 (“SIPA”) 
involving Michael Dutzar (“Dutzar”), the president, 
majority shareholder, and a director of a registered 
broker-dealer. (“Registrant”). 


These proceedings are based upon: (1) allegations by 
the Commission's staff that Dutzar willfully aided 

and abetted the violation of, the Net Capital Rule 
under the Exchange Act; (2) a permanent injunction 
issued against, and upon the consent of, Dutzar 
enjoining him from further violations of the Net 

Capital Rule; and (3) the appointment of a trustee for 
the liquidation of Registrant on September 4, 1973 
pursuant to SIPA. 


A hearing will be scheduled by further order to take 
evidence on the staff's allegations and to afford the 
respondents an opportunity to offer any defenses 
thereto, and for the purpose of determining whether the 
allegations are true and, if so, whether any action of a 
remedial nature should be ordered by the Commission. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12083/February 9, 1976 


The Securities and Exchange Commission has ordered 
the institution of public administrative proceedings 
against Merit Investors Corporation (“Merit”), a broker- 
dealer, and Herman Henin, Merit’s trader; Brooks- 
Hamburger Securities Company (“Hamburger”), a 
broker-dealer, and Jan Brooks, general partner at 
Hamburger; Adams and Whitney Securities Corporation 
(“Adams”), a broker-dealer, and Carol Wynn, president 
of Adams and Mayflower Securities Company, Inc., 
Inc., a broker-dealer. All the before-mentioned 
broker-dealers are registered with the Commission. 


The proceedings are based on allegations by the staff 
that respondents wilfully violated and wilfully aided 
and abetted violations of the anti-fraud provisions 

of Section 17(a) of the Securities Act of 1933 
(Securities Act”) and Section 10(b) of the Securities 


Exchange Act of 1934 (“Exchange Act”) and Rule 
10b-5 thereunder in connection with their offer to 
purchase, purchase and sale of ITS securities and 
manipulation of the price of said security. The 
respondents also allegedly violated Section 15(c)(2) of 
the Exchange Act and Rule 15c2-7 thereunder by 
submitting quotations for ITS securities to a 
interdealer quotation system without notification to 
said system of arrangements with other brokers and 
guarantees of profits. In addition, Merit and Henin 
allegedly wilfully violated and wilfully aided and abetted 
violations of Section 10(b) and Rule 10b-6 thereunder 
by bidding for and purchasing ITS shares while they 
were participating in a distribution of said shares. 


Simultaneously with the institution of the proceedings, 
Adams and Whitney Securities Corporation, Carol Wynn, 
Merit Investors Corporation and Herman Henin, without 
admitting or denying the allegations against them, 
submitted offers of settlement which the Commission 
determined to accept. 


On the basis of the order for proceedings and the 
offers of settlement the Commission found that the said 
respondents wilfully violated Section 17(a) of the 
Securities Act, Sections 10(b) and 15(c)(2) of the 
Exchange Act, Rules 10b-5 and 15c2-7 thereunder, 
and that respondents Merit and Henin wilfully 

violated Rule 10b-6 under the Exchange Act. These 
findings are not binding on any other respondents 
named in the proceedings. 


The Commission ordered that the broker-dealer 
registration of Merit be revoked and Henin be barred 
from association with any broker-dealer with the 
provision that after two years and two months from 
the date of the Commission’s order he may apply to 
become associated in a non-supervisory, 
non-proprietary capacity upon a showing that he will be 
adequately supervised. 


The Commission also ordered that the broker-dealer 
registration of Adams be suspended for four months 
from the effective date of the Commission's order and 
that Carol Wynn be suspended from association with 
any broker-dealer for four months from the effective 
date of the order. 


With respect to the non-consenting respondents a 
hearing will be scheduled by further order to take 
evidence on the staff allegations and to afford the said 
respondents an opportunity to offer any defenses 
thereto, for the purpose of determining whether the 
allegations are true, and if so, what, if any, remedial 
action is appropriate in the public interest. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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Release No. 12084/February 9, 1976 
Adm. Pro. File No. 3-4818 

In the Matter of 

MERIT INVESTORS CORPORATION, et al. 
ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act, Adams & Whitney Securities Corporation 
(“registrant”), a registered broker-dealer, and Carol 
Wynn, Adams’ sole principal, have submitted an offer 
of settlement without admitting or denying the 
allegations in the order for proceedings which the 
Commission has determined to accept. 


On the basis of the order for proceedings and the 
offer of settlement, it is found that registrant and 
Carol Wynn willfully violated Section 17(a) of the 
Securities Act and Section 10(b) and 15(c)(2) of the 
Securities Exchange Act and Rules 10b-5 and 15c2-7 
thereunder, and that it is in the public interest to 
impose the sanctions specified in the offer of settle- 
ment." 


Accordingly, IT IS ORDERED that: 


(1) The registration as a broker-dealer of Adams & 
Whitney Securities Corporation be, and hereby is 
suspended for a period of four months, effective at the 
beginning of business on the second Monday after the 
date of this order, and 


(2) Caroi Wynn be, and hereby is, suspended from 
association with any broker-dealer for a period of 
four months, effective at the beginning of business 
after the second Monday after the date of this order. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





‘The findings herein are not binding on any other 
respondent named in the proceedings. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12085/February 9, 1976 


Adm. Pro. File No. 3-4818 

In the Matter of 

MERIT INVESTORS CORPORATION, et al. 
ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act, Merit Investors Corporation (“registrant’’), 
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a registered broker-dealer, and Herman Henin, a trader 
at Merit, have submitted an offer of settlement 
without admitting or denying the allegations in the 
order for proceedings which the Commission has 
determined to accept. 


On the basis of the order for proceedings and the 
offer of settlement, it is found that registrant and 
Herman Henin willfully violated Section 17(a) of the 
Securities Act and Section 10(b) and 15(c)(2) of the 
Securities Exchange Act and Rules 10b-5, 10b-6 
and 15c2-7 thereunder, and that it is in the public 
interest to impose the sanctions specified in the 
offer of settlement.' 


Accordingly, IT IS ORDERED that: 


(1) the registration as a broker-dealer of Merit 
Investors Corporation be, and hereby is revoked, and 


(2) Herman Henin be, and hereby is, barred from 
association with any broker-dealer, provided that after 
two years and two months from the date of said Order, 
he may apply to the Commission to become associated 
with a broker-dealer in a non-supervisory, non- 
proprietary capacity upon a proper showing that he 
will be adequately supervised, effective at the opening 
of business on the second Monday after the date of 
this Order. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A Fitzsimmons 
Secretary 





' The findings herein are not binding on any other 
respondent named in the proceedings. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12086/February 9, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE PACIFIC STOCK EXCHANGE File No. 
SR-PSE-76-6 


The Pacific Stock Exchange, Inc., ("PSE") submitted 
on January 30, 1976, a proposed rule change under 
Rule 19b-4 to increase the monthly dues payable by 
its members and member firms from One Hundred Fifty 
Dollars ($150) per month to Two Hundred Fifty Dollars 
($250) per month. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934. At any time within sixty days of 
the filing of such proposed rule change, the Commission 
may summarily abrogate such rule change if it appears 
to the Commission that such action is necessary or 
appropriate in the public interest, for the protection 
of investors, or otherwise in furtherance of the 
purposes of the Securities Exchange Act of 1934. 
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Publication of the submission is expected to be made 
in the Federal Register during the week of February 
16, 1976. Interested persons are invited to submit 
written data, views and arguments concerning the 
submission. Persons desiring to make written 
submission within 30 days from the date of publication 
in the Federal Register. Persons desiring to make 
written submissions should file six copies thereof 

with the Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capital Street, 
Washington, D. C. 20549. Reference should be made to 
File No. SR-PSE-76-6. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission's Public Reference Room, 

1100 L Street, N.W., Washington, D. C. Copies of the 
filing will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12087/February 9, 1976 


Administrative Proceeding File Nos. 3-4138 
3-4958 


In the Matter of 


BYRLE LERNER 
2904 Campesina 
Palas Verdes Estates, California 


ORDER IMPOSING REMEDIAL SANCTIONS 


In two broker-dealer proceedings under the Securities 
Exchange Act of 1934, Byrle Lerner, president of 

B. J. Lerner and Company, Inc. has submitted an 
offer of settlement which the Commission has 
determined to accept. 


On the basis of the order for proceedings and the 

offer of settlement, it is found that Byrle Lerner 
willfully violated: Section 17(a) of the Securities Act 
and Section 10(b) of the Securities Exchange Act and 
Rule 10b-5 thereunder: Section 5 of the Securities 
Act; Section 17(a) of the Securities Exchange Act and 
Rule 17a-3 thereunder; and Section 15(c) of the 
Securities Exchange Act and Rule 15c2-11 thereunder.’ 
The Commission further finds that it is in the public 
interest to impose the sanctions specified in the offer 
of settlement. 


Accordingly, IT IS ORDERED that Byrle Lerner be 





‘The findings herein are not binding upon any other 
respondent named in these proceedings. 


barred from association with any broker or dealer, 
investment company, investment adviser or any 
affiliated entity. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE OF 1934 
Release No. 12088/February 9, 1976 


The Securities and Exchange Commission has ordered 
the institution of public administrative proceedings 
against B. J. Lerner and Company, Inc., a Los Angeles 
broker-dealer, Byrie Lerner, its president and principal 
shareholder, Theresa Martha Del Rio, its vice-president 
and corporate secretary, Nazir Selim Antoun, its vice- 
president and treasurer, James Theodore Bakos, an 
associated registered representative, and Ewing Y. 
Mitchell, manager of its San Diego office. 


The proceedings are based on allegations by the staff 
that the respondents willfully violated the anti-fraud 
provisions of the Securities Exchange Act of 1934 in 
the offer, sale and purchase of subordinated account 
agreements and promissory notes of Western Research 
and Development Corporation by among other things, 
making untrue, deceptive and misleading statements 
and omitting to state material facts to purchasers 

and prospective purchasers of aforesaid subordinated 
account agreements and promissory notes. 


The order further alleges that Bakos violated the anti- 
fraud provisions of the Securities Exchange Act of 
1934 in the offer, sale and purchase of 1997 bonds 
of McCrory Corp., units of Pacific American Real 
Estate Trust Fund, shares of Empire Equities, Inc., 
Dreyfus Fund and CNA Income shares, by, among other 
things, making untrue, deceptive and misleading 
statements and omitting to state material facts to 
purchasers and prospective purchasers of the 

aforesaid securities. 


The order further alleges that the respondents violated 
registration provisions of the Securities Act of 1933 

by selling unregistered securities namely subordinated 
account agreements of B. J. Lerner and Company, Inc. 


The order further alleges that B. J. Lerner and 
Company Inc., Lerner and Antoun violated the books 
and records provisions of the Securities Exchange Act 
of 1934 by failing to maintain accurate books and 
records. 


The order further alleges that B. J. Lerner and 
Company, Inc. and Lerner violated the due diligence 
provisions of the Securities Exchange Act of 1934 by 
entering quotations for Gourmet Wines, Ltd. when 

B. J. Lerner and Company, Inc. did not have in its 
records required information and data regarding 
Gourmet Wines, Ltd. 
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The order further alleges that Lerner, Del Rio and 
Antoun failed reasonably to supervise persons under 
their supervision with a view to preventing the 
violations alleged in the order. 


The order for proceedings follows an investigation 
in which the SEC was greatly aided by the NASD and the 
joint SEC-NASD Task Force. 


A hearing will be scheduled to take evidence on the 
staff allegations and to afford the respondents an 
opportunity to offer any defenses and for the purpose 
of determining whether the allegations are true; and, 
if so, whether any action of a remedial nature should 
be ordered by the Commission. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12089/February 9, 1976 


In the Matter of 

MIDWEST STOCK EXCHANGE, INC. 
120 S. LaSalle Street 

Chicago, Illinois 60603 

(SR-MSE-75-7) 


ORDER APPROVING PROPOSED RULE CHANGE 


On December 17, 1975, the Midwest Stock Exchange 
filed with the Commission, pursuant to Section 
19(b) of the Securities Exchange Act of 1934 (the 
“Act’), as amended by the Securities Acts Amendments 
of 1975, and Rule 19b-4 thereunder, copies of a 
proposed rule change. The rule change defines and 
limits specialists’ liability on split orders while 

awaiting a report from the selling or buying broker. 


Notice of the proposed rule change together with 

the terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 11950, 
(December 23, 1975)) and by publication in the Federal 
(41 Fed. Reg. 838 (January 5, 1976)). 


The Commission finds that the proposed rule change 
is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 

national securities exchanges, and in particular, the 
requirements of Section 6 and the rules and 
regulations thereunder. 


iT iS THEREFORE ORDERED, pursuant to Section 19(b) 
(2) of the Act, that the proposed rule change filed 
with the Commission on December 17, 1975, be, and it 
hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12090/February 10, 1976 


An order has been issued granting the application 

of the Boston Stock Exchange to strike from listing and 
registration the common stock of INA Investment 
Securities, Inc. This application was made at the 
request of INA. This security remains listed and 
registered on the New York, PBW, and Detroit Stock 
Exchanges. 


An order has also been issued granting the application 
of the American Stock Exchange, Inc. to strike from 
listing and registration the shares of beneficial interest, 
without par value, of Associated Mortgage Investors. 
As of December 31, 1974 the Trust had net tangible 
assets of $1,012,688, and had sustained net losses for 
its two most recent fiscal years ended December 31, 
1974 and 1973, as follows: $5,088,893(1974) and 
$19,865,639(1973). In addition, the Trust has not 
paid its continuing annual listing fees to the Exchange 
for the past two years. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12091/February 10, 1976 


Administrative Proceeding File No. 3-4817 
In the Matter of 

DARIN & ARMSTRONG, INC. 

(81-194) ° 


ORDER GRANTING APPLICATION PURSUANT 
TO SECTION 12(h) OF THE 1934 ACT 


The Securities and Exchange Commission has 

issued an order granting the application of Darin & 
Armstrong, Inc., a Michigan corporation, under Section 
12(h) of the Securities Exchange Act of 1934 (the 
“1934 Act’) for an exemption from filing the quarterly 
reports on Form 10-Q required by the provisions of 
Sections 13 and 15(d) of the 1934 Act. It appears to 
the Conimission that the requested exemption is not 
inconsistent with the public interest or the protection 
of investors because the company’s common stock is 
owned only by its employees and no purchase decisions 
are made on the basis of quarterly financial statements. 








SECURITIES EXCHANGE ACT OF 1934 
Release No. 12092/February 10, 1976 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 ("Exchange Act’) the temporary 
suspension of exchange and over-the-counter trading 
for the single ten day period commencing at 9:50 a.m. 
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(EST) on February 10, 1976 and terminating at 
midnight (EST) on February 19, 1976 of the securities 
of W. T. Grant Co. (“Grant”) a Delaware corporation 
with principal executive offices located at 1441 
Broadway, New York, New York 10018. 


The Commission ordered the suspension of trading in 
Grant's securities pending clarification of the status of 
the company as debtor in the Chapter XI proceedings. 


The Commission cautions broker-dealers, share- 
holders, and prospective purchasers that they should 
carefully consider the foregoing information along with 
all other currently available information and any 
information subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to 

the fact that, pursuant to Rule 15c2-11 under the 
Exchange Act, at the termination of the trading 
suspension no quotation may be entered unless 

and until they have strictly complied with all of the 
provisions of said rule. If any broker or dealer has any 
questions as to whether or not he has complied with 
said rule, he should not enter any quotation but 
immediately contact the staff of the Division of 
Enforcement in Washington, D.C. If any broker or 
dealer is uncertain as to what is required by Rule 
15c2-11, he should refrain from entering quotations 
relating to the securities in question until such time as 
he has familiarized himself with said rule and is 

certain that all of its provisions have been met. If 

any broker or dealer enters any quotation which is in 
violation of said rule, the Commission will consider 

the need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12093/February 10, 1976 


Admin. Proc. File No. 3-4341 

In the Matter of the Applications of 
MUTUAL FUND SECURITIES, INC. 
Suite 818 

1616 Ventura Boulevard 

Encino, California 

and 

CECIL A. PETERSON 


and 


“ECONALYSIS” INVESTMENT CORPORATION 
989 Concha Street 
Altadena, California 


and 


¢ ROBERT W. LYON 


For Review of Disciplinary Action Taken by the 


NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


‘OPINION OF THE COMMISSION 


REGISTERED SECURITIES ASSOCIATION - REVIEW 
OF DISCIPLINARY PROCEEDINGS 


Violations of Rules of Fair Practice 
Failure of Supervision 
Economic Feasibility of Supervision 


Where two members of registered securities 
association, and their presidents, failed to 
supervise a registered representative who 
engaged in egregiously deceptive practices and in 
other courses of conduct inconsistent with high 
standards of commercial honor and just and 
equitable principles of trade, findings that such 
supervisory failure violated the association's rules 
of fair practice affirmed, and the sanctions 
sustained. 


Where persons charged with lack of supervision 
defended on the ground that the registered 
representative in question was so unproductive as 
to render supervision economically unfeasible, 
held, no defense. Employers in the securities 
business are always under a duty to supervise. 
Firms cannot accept the benefits (however small 
they be) of having others in their employ without 
assuming the burden of supervising such other 
persons. 


Practice and Procedure 
Oral Arguments 
Due Process 
Disqualification 


Contentions that the Constitution requires that 
the Commission either hear oral argument on an 
application for review of disciplinary action by a 
registered securities association in a locality 
convenient to the applicants or defray the travel 
expenses that applicants would have to incur 
were they to come to Washington for oral 
argument, rejected, because there is no 

absolute right to oral argument on appeal. 


Contention that notorious crimes committed by 
Chairman of registered securities association's 
District Business Conduct Committee invalidated 
proceedings before the association, rejected, 
because of absence of any nexus between the 
crimes and the case, because District Business 
Conduct Committee is a collegial body, and 
because applicants had a full hearing and a de 
novo review before the Board of Governors. 


APPEARANCES: 
SEC DOCKET/1243 








Cecil A. Peterson, for Mutual Fund Securities, Inc. 
and pro se. 


Robert W. Lyon, for “Econalysis” Investment 
Corporation and pro se. 


Lloyd J. Derrickson and Robert E. Aber, for the National 
Association of Securities Dealers, Inc. 


Two corporate members of the National Association 
of Securities Dealers, Inc., (“NASD”) and their chief 
executives appeal from disciplinary action taken against 
them by the Association. We conclude that the evidence 
sustains the Association's findings.' We further find 
that the penalties imposed by the Associated are not 
excessive or oppressive. 


The NASD's District Business Conduct Committe 
found that applicants had failed to supervise a certain 
salesman while that person was in their respective 
employ. The Committee found that this salesman had 
made false statements and had used deceptive 
practices in selling plans that involved combinations 
of life insurance and mutual fund shares. The deception 
went to the very nature of the investment. 
Unsophisticated investors of modest means were led 
to believe that the plans’ dominant feature was the 
accumulation of mutual fund shares. In fact, the mutual 
fund shares were secondary—and the life insurance 
primary and central.? 


Applicants’ breaches of supervisory duty were found 
inconsistent with high standards of commercial 

honor and just and equitable principles of trade.* 
Each set of applicants was censured, fined $500, and 
assessed for half the costs of $1,093.01. On appeal, 
the Association's Board of Governors affirmed.* 


Applicants think the Association's findings incorrect. 
However, the following facts demonstrate otherwise: 


1. The salesman worked out of his home, 
approximately 100 miles from applicants’ offices; 


2. He sold door-to-door in a remote area and was 
seldom in applicants’ offices; 


3. Applicants knew that he was selling complex 
investment vehicles to unsophisticated investors; 


4. But they never bothered to look into the precise 
composition of those insurance-mutual fund share 
packages; 


5. Applicants did not understand the mechanics of the 
packages; 


6. Applicants left the salesman free to do as he pleased; 
and 


7. One set of applicants failed to follow up customers’ 
complaints about the salesman in question, while 
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the other made no adequate inquiry into his background 
when it hired him.® 


Applicants say that the salesman was a marginal 
producer for whom minimal supervision was enough. 
They forget that he was their representative. They held 
him out as such to the world. They thus impliedly 
represented that he was being adequately supervised. 
And they derived some pecuniary benefit, however 
small, from his activities. Hence they were under a duty 
to supervise. 


IV 


Applicants assert that the sanctions imposed by the 
Association were overly severe. However, their 
supervisory derelictions were serious. Hence we can 
conceive of no tenable hypothesis under which either the 
censures or the $500 fines could be labeled ‘excessive 
or oppressive.” 


Vv 
An appropriate order will issue. 
By the Commission (Chairman HILLS, and 
Commissioners LOOMIS, EVANS, SOMMER and 
POLLACK). 


George A. Fitzsimmons 
Secretary 





‘Our findings are based on an independent review 

of the record. We have also received briefs from the 
applicants and from the NASD. One set of applicants 
originally asked for oral argument. It turned out, 
however, that they wanted an oral argument in 
California. When advised that this would be impossible 
because all arguments before us are heard in 
Washington, applicants demanded that we pay the 
transportation expenses that they would have to incur 
in order to come to Washington to make an oral 
presentation to us. We were constrained to deny that 
request. As our Secretary advised them: “The 
Commission can disburse money only for purposes 
expressly authorized by Congress. And congress has 
never appropriated any sums for the transportation of 
litigants who wish to argue before the Commission, but 
who are either unwilling or unable to bear the costs 
that such argument entails .... Accordingly, the 
Commission will deem your application for review 
submitted on the record and on the briefs. Many cases 
come before the Commission in this way. And it gives 
them the same care and attention that it gives to cases 
in which the papers are supplemented by oral 
argument.” This, these applicants now complain, 
deprived them of their Sixth Amendment right to a 
speedy and public trial in their own State and District. 
However, the Sixth Amendment applies only to 
“criminal prosecutions.” It does not apply to a 
remedial proceeding such as this. Secondly, applicants 
have confused the right to an oral hearing in an 
original proceeding with the right to oral argumént on 
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appeal. They were accorded the first right, since they 
had two full evidentiary hearings — one before the 
District Business Conduct Committee and the other 
before the Board of Governors — in which they had 
ample opportunity to confront their accusers and to 
present their view of the matter orally. Here, however, 
the proceedings are essentially appellate in character. 
In such circumstances there is no absolute right to 

oral argument. See Federal Communications 
Commission v. WJR, 337 U.S. 265, 281-284 (1949) 
concluding at page 284 of 337 U.S. that “Respondent 
does not contend that it was denied any opportunity 
to present for the Commission's consideration any 
matter of fact or law in connection with its application 
or that the Commission has not given all matters 
submitted to it due and full consideration. We cannot 
say... that the Commission abused its discretion in 
hearing respondent's application on the written 
submission.” See also Morgan v. United States, 298 
U.S. 468, 481 (1936): “Argument [before 
administrative agencies] may be oral or written.” And 
as we held in /sthmus Steamship & Salvage Co., Inc., 42 
S.E.C. 465, 468 n. 3 (1964): “Neither the 
administered by us require that parties be afforded 
opportunities to present oral argument.” 


2The Committee further concluded that the saleman 
had commingled customer's funds, had used those 
funds without authority to do so, and had engaged two 
unregistered persons to assist him in selling his 
insurance-mutual fund share packages. 


3Hence applicants were found to have violated Section 
1 of the Association’s Rules of Fair Practice, which 
states that ‘““A member in the conduct of his business 
shall observe high standards of commercial honor and 
just and equitable principles of trade.” Applicants were 
also found to have violated Section 27 of the Rules of 
Fair practice, which deals with the supervisory 

function in some detail. Subsection (b) of that section 
states: “Final responsibility for proper supervision 

shall rest with the member.” 


‘Applicants emphasize that the District Committee's 
presiding officer has since been convicted of criminal 
violations of the federal securities laws. They argue 
that this invalidates the proceedings. 


We think not. There is no connection, no suggestion of 
@ connection, between the presiding officer's wrong- 
doing and his conduct in this case. Moreover, the 
District Committee is a collegial body and rendered 

a collegial decision. Applicants also overlook the fact 
that they received a full and complete de novo hearing 
before the Board of Governcrs. 


*Section 27(e) of the NASD’s Rules of Fair Practice 
provides that “Each member shall have the 
responsibility and duty to ascertain by investigation the 
good character, business repute, qualifications and 
experience of any person prior to making such a 
certification [i.e., a certification that such an 
investigation has been made] in the application of such 
person with this Association.” Here Lyon and his 

firm failed to live up to that responsibility. Their effort 
to shift the duty to inquire from their own shoulders 


to those of the NASD is unavailing. See L. 8. Securities 
Corporation, 42 S.E.C. 885, 888 (1966). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12093/February 10, 1976 


Admin. Proc. File No. 3-4341 
In the Matter of the Applications of 


MUTUAL FUND SECURITIES, INC. 
Suite 818 

1616 Ventura Boulevard 

Encino, California 


and 
CECIL A PETERSON 
and 


“ECONALYSIS” INVESTMENT CORPORATION 
989 Concha Street 
Altadena, California 


and 


ROBERT W. LYON 

For Review of Disciplinary Action Taken by the 
NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


ORDER DISMISSING REVIEW PROCEEDINGS 

On the basis of the Commission's opinion issued 

this day, it is ORDERED that these review proceedings 
be, and they hereby are, dismissed. 

By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT of 1934 
Release No. 12094/February 9, 1976 


Admin. Proc. File No. 3-4935 
In the Matter of 

JOHN H. CLIFTON 

4199 Club Drive, N.E. 
Atlanta, Georgia 


ORDER INSTITUTING PROCEEDINGS AND 
IMPOSING REMEDIAL SANCTIONS 


In connection with a proposed administrative 
proceeding, John H. Clifton, has submitted an offer of 
settlement which the Commission has determined to 
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accept. Solely for the purposes of this proceeding and 
without admitting or denying the allegations and 
findings herein, Clifton consents to the findings 

and remedial sanctions set forth below. 


Accordingly, IT IS ORDERED that a proceeding 
pursuant to Section 15(b) of the Securities Exchange 
Act of 1934 (“Exchange Act”) be, and hereby is, 
instituted. 


On the basis of the order for proceeding and offer 

of settlement, it is found that on February 9, 1976, the 
United States District Court for the District of 
Columbia enjoined Clifton from violating Section 17(a) 
of the Securities Act of 1933 and Section 10(b) of the 
Exchange Act and Rules 10b-5 and 10b-9 thereunder. 
(S.E.C. v. Clifton, 75 Civ. 225)' 


In view of the foregoing and Clifton’s announced 
intention to register with the Commission as a 
broker-dealer, it is in the public interest to impose the 
sanctions specified in the offer of settlement. 


Accordingly, IT 1S ORDERED that the effective date 
of the broker-dealer registration of John H. Clifton be 
delayed for sixty (60) days following the filing of such 
registration with the Commission. 


For the Commission by its Secretary pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





'The Court's order enjoining Clifton was entered on 
the basis of Clifton’s consent in which he neither 
admitted nor denied the allegations in the Commission’s 
compiaint. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12095/February 10, 1975 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
11 Wall Street 
New York, New York 10005 


(SR-NYSE-75-7) 


ORDER APPROVING PROPOSED RULE CHANGE BY 
THE NEW YORK STOCK EXCHANGE TO AMEND 
RULES 127 and 97 RELATING TO THE EXECUTION OF 
BLOCK TRADES. 


On October 22, 1975, the New York Stock Exchange, 
Inc. (“NYSE”) filed with the Commission, pursuant 

to Section 19(b) of the Securities Exchange Act of 
1934 (the “Act’), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change. The proposal 
contained amendments to NYSE Rules 127 and 97 
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which redefine a block to be at least 10,000 shares or a 
quantity of stock having a market value of 
$200,000.00 (whichever is less), and would allow a member 
holding a block order to trade, under certain 
circumstances, with the exposed bid (or offer) prior 

to crossing the block. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-11788, 
November 3, 1975) and by publication in the Federal 
Register (40 Fed. Reg. 52124, November 7, 1975). 


The Commission finds that the proposed rule change 
is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the require- 
ments of Section 6 of the Act and the rules and 
regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on October 22, 1975, be, and it 
hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12097/February 10, 1976 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act”) the temporary 
suspension of over-the-counter trading for the 

single ten-day period commencing at 3:35 p.m. (EST) 
on February 10, 1976 and terminating at midnight 
(EST) on February 19, 1976 of the securities of 
Omega-Alpha, Inc. (“O-A”), a Delaware corporation 
with principal executive offices located at 3100 LTV 
Tower, 1600 Pacific Avenue, Dallas, Texas 75201. 


The Commission suspended trading in order to permit 
time for dissemination of information concerning a 
proposed plan of reorganization under Chapter X of the 
National Bankruptcy Act proposed to be filed in the 
U.S. District Court in Dallas, Texas on February 13, 
1976 and so that holders of O-A 62% subordinated 
debentures due July 15, 1988, who are being asked to 
tender their debentures to Valhi, Inc., as well as holders 
of other securities of O-A, may consider such 
information in making their investment decisions. The 
suspension shall not prevent debenture holders from 
exercising their withdrawal rights. 


The Commission cautions broker-dealers, shareholders, 
and prospective purchasers that they should 
carefully consider the foregoing information along with 
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all other currently available information and any 
information subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to 

the fact that, pursuant to Rule 15c2-11 under the 
Exchange Act, at the termination of the trading 
suspension no quotation may be entered unless and 
until they have strictly complied with all of the 
provisions of said rule. If any broker or dealer has any 
questions as to whether or not he has complied with 
said rule, he should not enter any quotation but 
immediately contac. the staff of the Division of 
Enforcement in Washington, D. C. If any broker or dealer 
is uncertain as to wnat is required by Rule 15c2-11, he 
should refrain from ente..ng quotations relating to the 
securities in question until such time as he has 
familiarized himself with said rule and is certain that 
all of its provisions have veen met. if any broker or 
dealer enters any quotation which is in violation of said 
tule, the Commission will consider the need for prompt 
enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12096/February 10, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY PACIFIC STOCK EXCHANGE 


File No. SR-PSE-76-2 


The Pacific Stock Exchange Incorporated submitted on 
January 9, 1976 a proposed rule change under Rule 
19b-4 to amend certain portions of the definitions 
relating to the rules of the Board of Governors of the 
Exchange. The proposed changes to the definitions 

are intended to update and clarify the terms used 
throughout all the rules of the Exchange. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934. At any time within sixty days of 
the filing of such proposed rule change, the 
Commission may summarily abrogate such rule change 
if it appears to the Commission that such action is 
necessary or appropriate in the public interest, for the 
protection of investors, or otherwise in furtherance 
ro ng purposes of the Securities Exchange Act of 

4. 


Publication of the submission is expected to be made 
in the Federal Register during the week of February 16. 
1976. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 30 days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capito! Street, Washington, 

D. C. 20549. Reference should be made to File 
— 


Copies of the submission and of all written comments 


will be available for inspection at the Securities and 
Exchange Commission's Public Reference Room, 1100 
L Street, N.W., Washington. D. C. Copies of the filing 
will also be available at the principal office of the 
above-mentioried self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12097/February 10, 1976 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchanged 
Act of 1934 (“Exchange Act”) the temporary 
suspension of over-the-counter trading for the single 
ten-day period commencing at 3:35 p.m. (EST) on 
February 10, 1976 and terminating at midnight (EST) 
on February 19, 1976 of the securities of Omega-Alpha, 
Inc. (“O-A”), and Delaware corporation with principal 
executive offices located at 3100 LTV Tower, 1600 
Pacific Avenue, Dallas, Texas 75201. 


The Commission suspended trading in order to permit 
time for dissemination of information concerning a 
proposed plan of reorganization under Chapter X of the 
National Bankruptcy Act proposed to be filed in the 
the U. S. District Court in Dallas, Texas on February 13, 
1976 and so that holders of O-A 62% subordinated 
debentures due July 15, 1988, who are being asked 
to tender their debentures to Valhi, Inc., as well as 
holders of other securities of O-A, may consider 

such information in making their investment decisions. 
The suspension shall not prevent debenture holders 
from exercising their withdrawal rights. 


The Commission cautions broker-dealers, shareholders, 
and prospective purchasers that they should carefully 
consider the foregoing information along with all 
along with all other currently available information 

and any information subsequently issued by the 
company. 


Furthermore, brokers and dealers should be alert 

to the fact that, pursuant to Rule 15c2-11 under the 
Exchange Act, at the termination of the trading 
suspension no quotation may be entered unless and 
until they have strictly complied with all of the 
provisions of said rule. If any broker or dealer has 

any questions as to whether or not he has complied 
with said rule, he should not enter any quotation 

but immediately contact the staff of the Division 

of Enforcement in Washington, D. C. If any broker or 
dealer is uncertain as to what is required by Rule 
15c2-11, he should refrain from entering quotations 
relating to the securities in question until such 

time as he has familiarized himself with said rule and is 
certain that all of its provisions have been met. 

If any broker or dealer enters any quotation which is 
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in violation of said rule, the Commission will consider 
the need for prompt enforcement action. 
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In the Matter of the Applications of 


MANAGEMENT FINANCIAL, INC. 
5100 W. 16th Street 
Cleveland, Ohio 


and 


ROBERT R. YURICH 
JOHN M. ANTONIUS 


For Review of Disciplinary Action Taken by the 


NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


OPINION OF THE COMMISSION 


REGISTERED SECURITIES ASSOCIATION — 
REVIEW OF DISCIPLINARY PROCEEDINGS 


Violations of Rules of Fair Practice 
Inadequate Net Capital 
Failure to Comply with Reporting Requirements 
Concealment of Net Capital Deficiencies 


Violations of Investment Company Act. 


Where member firm of registered securities 
association and its president and treasurer 

failed to comply with net capital requirements 
and to send required telegraphic notice of one 
such capital deficiency, and, in an effort to conceal 
net capital violations, failed to record certain 
liabilities on member's books and to report them 
to regulatory authorities, he/d, association's 
findings of violation and assessment of sanctions 
sustained, since, despite setting aside of 

certain findings of violation and various 
mitigating factors, deliberate deception practiced 
on regulatory authorities justified sanctions. 


Where member firm of registered securities 
association, which was principal underwriter and 
investment adviser of registered investment 
company, engaged in transactions as principal 
with investment company that were prohibited 
by Investment Company Act, held, association's 
findings of violation of Article Ill, Section 1 of 
its Rules of Fair Practice, and expulsion of firm 
from membership, sustained, but sanctions 
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imposed on officer of firm modified, since officer 
had already been sanctioned for some of the 
violative transactions in a proceeding brought 
by the Commission. 


APPEARANCES: 


Robert R. Yurich, for Management Financial, Inc., 
John M. Antonius, and pro se. 


Lloyd J. Derrickson, Robert E. Aber and Stephen 
A. Blumenthal, for the National Association of 
Securities Dealers, Inc. 


This opinion covers two separate appeals from 
disciplinary action taken by the National Association 
of Securities Dealers, Inc. (“NASD”). The first, by 
Management Financial, Inc., a member firm, Robert R. 
Yurich, its secretary until February 1973 and then 
president, and John M. Antonius, treasurer, involves 
NASD findings of net captial deficiencies and 
attempts to conceal those deficiencies. The second, by 
the firm and Yurich, deals with Association findings 
that the firm, which was principal underwriter and 
investment adviser for |-M-A Fund, Inc. (“Fund”), 

a registered investment company, violated the 
Investment Company Act by acting as principal in 
certain securities transactions with Fund. Yurich was 
vice president and secretary of Fund. 


We turn first to the issues in the net capital case. 
ll. 


The NASD found that the firm violated our net 
capital rule’ as of December 31, 1972, and as of 
month-end dates from April through June of 1973; 
that it failed to give the required telegraphic notice 

of its December 1972 deficiency;? and that, in order 
to conceal its capital problems during the April - June 
1973 period, it deliberately failed to record certain 
liabilities on its books and to report them to 
regulatory authorities. Yurich and Antonius were found 
responsible for all of these violations of the NASD‘s 
Rules of Fair Practice. 


A. The finding of a net capital deficiency as of 
December 31, 1972 turns on the proper treatment 
to be accorded so-called “discounted drafts.” In a 
typical transaction of the type at issue, the firm 
delivered to its bank securities it had sold to another 
broker together with a draft payable to the bank 
drawn on the buyer. The bank credite the firm's 
account with the sales proceeds less a discount to 











‘Rule 15c3-1 under Section 15(c)(3) of the Securities 
Exchange Act. 


2 The deficiencies found were $7,683 as of December 
31, 1972, $5.933 as of April 30, 1973, $5,020 as of 
May 31, 1973 and $14,764 as of June 30, 1973. 


3 Rule 17a-11 under Section 17(a) of the Exchange Act. 
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cover its charges. It then proceeded to collect the 
money due from the buyer through a correspondent 
bank. If payment was not made for any reason, the 
bank would recover its money from Management. 


Applicants dispute the NASD’s determination that the 
monies advanced by the bank should have been included 
in the firm’s aggregate indebtedness. They argue 

that the possibility of non-payment by the buyer was 
remote, that the smaller brokerage firms in their 

area have consistently given discounted drafts the 
same net capital treatment as Management, and 

that the firm’s receipt of money from the bank 

should be regarded as an acceptable closing of the 
transaction. 


We disagree. Until the bank receives payment from 

the buyer, the seller is contingently liable for the 
money the bank advances. As applicants concede, 
“technically the discounted draft is a temporary loan 
from the bank.’’ While non-payment by the buyer 

may not be a frequent occurrence,‘ the protection 
afforded investors by our net capital rule cannot be 
made to depend on the likelihood that payment will 

be made. Nor can the determination of violative conduct 
depend on the understanding or practice of other 
brokers.* We accordingly affirm the NASD’s finding 
that the firm violated net capital provisions as of 
December 31, 1972. 


Antonius, the firm's treasurer and a certified public 
accountant, was admittedly responsible for net capital 
compliance. We therefore affirm the NASD’s finding 

of a violation by him in connection with the December 
capital deficiency. But Yurich was only secretary of 

the firm at that time. The record suports his 

contention that his responsibilities did not extend to the 
net capital area. Accordingly, we set aside the NASD’s 
finding of a violation by Yurich. 


Applicants point out that the firm’s auditors had 

been advised by a compliance examiner in our 
Cleveland branch office that Management's treatment 
of discounted drafts was proper.® The compliance 
examiner had no power to remake the law. His 
erroneous advice has no bearing on the substantive 
issue, but the fact that the advice was given is an 
obvious mitigative factor in assessing penalties.’ 





‘Applicants state that, according to their bank, seilers’ 


had to return less than 5% of all draft payouts made to 
them by the bank. 


Cf. Rentz & Co., Inc., 43 S.E.C. 436, 442-443 

(1967; Langley-Howard, Inc., 43 S.E.C. 155, 

158-159 (1966); C. A. Benson & Co., Inc., 42 S.E.C. 
107, 111 (1964). 


*At the hearing before the District Committee, a 
member of the NASD’s staff asserted that a statement 
would be obtained from the examiner in question 

and made a part of the record. However, the record 
contains no such statement. 


’See John W. Yeaman, Inc., 42 S.E.C. 500, 508 (1965). 


B. Subsequently, our Chicago Regional Office advised 
applicants’ auditors that the view expressed by our 
examiner in Cleveland was wrong. Accordingly, the 
auditors told applicants that Management's treatment of 
discounted drafts had been incorrect, and that the 
firm had therefore violated the net capital rule as 

of December 31. Although this happened at the end 
of February 1973, applicants did not send the 
telegraphic notice required by Rule 17a-11 under the 
Securities Exchange Act until the end of March. 


Rule 17a-11 provides: 


“(a) Every broker, dealer or member of... a 
registered securities association, subject to [the net 
capital rule]..., whose net capital at any time is less 
than the minimum requirement .. . shall: 


(1) give telegraphic notice {of that fact to the 
appropriate regulatory authorities]... The notice shall 
be given on the same day that such person's capital 
becomes less than required....” 

Applicants contend that there was no violation of the 
rule. The point out that, at the time they discovered the 
December violation, they had been in compliance with 
net capital requirements for two months. They further 
assert that the purpose of the rule was served since, 
in early March 1973, this Commission and the NASD 
received copies of the firm’s 1972 annual report which 
disclosed the December capita! deficiency. Finally. 
applicants note that the rule specifies that the 
required notice be sent on the same day that a 

firm’s capital becomes deficient, a requirement they 
could not meet since they did not discover the 
December violation until two months after it occurred. 


We think that Rule 17a-11, fairly interpreted, 

requires that telegraphic notice be sent as soon as a 
capital deficiency is discovered. We recognize that 

the deficiency in this case was two months old when 
first discovered. We also realize that (1) the deficiency 
was reported in the firm's annual report; and (2) the 
report was filed soon after the discovery of the 
deficiency. However, a reference in an annual report 
dealing with a host of other matters cannot be equated 
with the telegraphic notice required by Rule 17a-11. 
It was important that regulatory authorities charged 
with continuing surveillance of the firm’s operations 
be specifically alerted to the fact that a net capital 
violation had occurred. As we stated in proposing 

the rule’s adoption, ” ... it would be logistically 
impossible to expect the self-regulatory bodies to 
detect all violations promptly through inspection or 
through examination of periodic reports .. ."* 


We accordingly affirm the NASD’s findings of violation 
against applicants, including Yurich who by the end 

of February 1973 had become Management's president. 
However, since this is the first case in which we have 
interpreted the provisions of Rule 17a-11, and 
applicants may reasonably have concluded that 
telegraphic notice was not required under the special 





® Securities Exchange Act Release No. 9128, p. 2 
(April 20, 1971). 
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circumstances noted above, we will exclude this 
violation from consideration in determining whether 
the sanctions imposed by the NASD are excessive. 


C. As noted above, the NASD found net capital 
violations by the firm as of month-end dates from 
April through June of 1973. We agree with applicants 
that the firm had ceased operations by the end of June, 
and we therefore set aside the NASD’s findings of 
violation as of June 30.° As set forth below, however, 
we affirm the NASD's findings that net capital 
violations occurred in April and May at a time when 
Yurich and Antonius were jointly running 
Management's business. 


When Yurich became Management's president in 
February of 1973, the firm was in serious financial 
difficulty. Yurich testified that he and Antonius ‘never 
had room to relax.... [We] knew [that] unless we got 
more capital in there we would have to do something 
else.” Consequently, in March, they worked out an 
arrangement with the broker-dealer firm of Capital 
Securities Company, a member of the Philadelphia- 
Baltimore-Washington Stock Exchange. Management 
become in effect a branch office of Capital. All of 
Management's full-time salesmen were transferred to 
Capital and Yurich and Antonius became officers of 
that firm. Management was retained as a haven for its 
Part-time salesmen who could not, under the 
exchange’s rules at that time, be employed by Capital. 
According to Yurich: 


“[We] thought we would take a gamble and... 
try to keep Management Financial in existence 
solely for the purpose of [having the] part-time 
salesmen ...sell mutual funds and...do any 
retail business that they had on a fully disclosed 
basis [through Capital." 


We turn to applicants’ argument that there were no 
net capital violations in April and May. 


(1) Applicants’ initial claim is that the firm had 
effectively ceased operations prior to April 30. 
Alternatively, they contend that, during the period in 
question, the firm’s minimum net capital requirement 
was not $5,000, as found by the NASD, but $2,500. 


The record does not support these contentions. While 
there appears to have been a substantial reduction in 
the number of transactions handled by the firm 

after its affiliation with Capital, the firm was still 
conducting business through the end of May, and 
Management was not the kind of a firm that could 
lawfully do business with a net capital of only $2,500.'° 
In fact, applicants stated as follows in their answer 

to the NASD’s complaint: 


“After the affiliation of the Respondents with... 
Capital, Respondents originally intended to 
operate Management Financial as a $2500 
Broker-Dealer, with only part time salesmen 
selling mutual funds. However several salesmen 
who had been transferred to... Capital were 
interpreted to be “Part Time” and therefore not 
eligible for licensing with the PBW Stock 
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Exchange. ... Consequently, Respondents 
decided to try to remain a $5000 Broker-Dealer 
with its part time salesmen doing general retail 
business only on a fully disclosed basis 

through . . . Capital.” 


Applicants are not aided by pointing to the amendment 
to the firm's broker-dealer registration which they 
filed in April 1973. The statement in that amendment as 
to the nature of Management's principal business 
activities appears to be inconsistent with the above 
answer to the NASD’s complaint. In any event, the 
amendment stated that Management was engaged or 
intended to engage in the sale of variable annuities and 
oil and gas interests. Those activities were clearly 
incompatible with the standards governing the 
applicability of the $2,500 capital minimum." 


(2) Applicants contend that the NASD improperly 
excluded from Management's assets receivables from 
Capital in the amounts of $2,953 in April and $3,506 in 
May. These totals represented expenses paid by 
Management for which Capital had agreed to reimburse 
it. 


Unsecured receivables are generally excluded from a 
firm's net capital as assets which cannot readily be 
converted into cash.'? But applicants claim that the 
items in question were readily convertible. They assert 
that Yurich and Antonius who, as noted, had become 
officers of Capital, had the authority to sign checks 
and could have paid Management at any time. 








® See, e.g., Paul F. Newton & Company, Securities 
Exchange Act Release No. 9739 (August 24, 1972). 





‘©The net capital rule provided that a broker-dealer 
meeting all of the following conditions could maintain 
a minimum net capital of $2,500: 


“(i) His dealer transactions (as principal for his own 
account) are limited to the purchase, sale and 
redemption of redeemable shares of registered invest- 
ment companies: ... 


(ii) His transactions as broker (agent) are limited 
to: (a) The sale and redemption of redeemable 
securities of registered investment companies; (b) the 
solicitation of share accounts for savings and loan 
associations insured by an instrumentality of the 
United States; and (c) the sale of securities for the 
account of a customer to obtain funds for immediate 
reinvestment in redeemable securities of registered 
investment companies; and 


(iii) He promptly transmits all funds and delivers 
all securities received in connection with his 
activities as a broker or dealer, and does not otherwise 
hold funds or securities for, or owe money or securities 
to, customers. 


™ See the quotation from the rule in the preceding 
footnote. The record shows that Management solicited 
an oil income partnership trade in May 1973. 


'2 See Securities Exchange Act Release No. 8024, p.8 
(January 18, 1967). , 
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The record shows that the matter was not as simple as 
applicants would have us believe. Yurich testified: 


“We felt at the time we could take and had 
authority, and we had a checking account to 
write the checks, but we had just got together 
with [the president of Capital] of the first of 
April and we didn’t feel it was right. We felt that 
we would wait until we got the check from 
him... 1 mean, this is a man we are going to 
work with and work for his company... 
(Emphasis added.) 


Yurich’s explanation falls far short of supplying the 
requisite “clear proof of ready convertibility into 
cash.”'? Hence the receivables in question could not be 
included as assets for net capital purposes."* 


(3) In April, applicants received a bill from their 
auditors in the amount of $4,800 for accounting and 
consulting services rendered through March 31. 

Yurich testified that when he and Antonius saw the bill 
they realized that it “would... throw our capital in 
violation.” They told their accountant they didn’t 

have the money to pay and asked if some arrangement 
could be worked out. The accountant stated that 

“he would talk it over with his partners.” In June, the 
auditing firm agreed that applicants could make 
payment at the rate of $500 per month, starting 

with May. 


Applicants argue that they no longer had an 
“immediate full liability’ for the auditing bill, merely a 
‘contingent obligaton that need be recognized as a 
liability for net capital purposes only to the extent of 
$500 per month. This was so, applicants state, because 
their auditors no longer had any legal right to collect 
in full unless applicants defaulted in their payments. 


We disagree. In the first place, applicants’ auditors 

did not agree to the monthly payment arrangement 
until June. Thus there was no excuse for eliminating the 
$4,800 bill from the firm’s liabilities in April and 

May. But, even assuming that the arrangement had 
been worked out in April, it would not have aided 
applicants. The basic $4,800 liability was unchanged by 
the auditors’ willingness to accord applicants easier 
payment terms. Yurich must have realized that his 
agreement with the accountants had no effect 

whatever on the $4,800 liability, but went only to the 
pace at which it was to be discharged. In fact, as 
noted below, Yurich testified that accounting and 

legal decisions were made for the express purpose of 
avoiding net capital problems in the hope that sufficient 
income would be earned so that creditors would 
eventually be satisfied. 


(4) Applicants’ final argument relates to an April 
bill for $933 covering services performed by a 
computer firm for the month ending April 23. Applicants 
considered the minimum charge of $858 included in 
the bill too high for the 30 trades in which 
Management engaged during the period in question, 
especially since they had heard that other brokers 
{had negotiated lower minimum rates. Yurich also 
claimed that a Management employee had telephoned 


the computer firm requesting it to cancel its services as 
of March 31. After taking with this company “for 
many, many months,” applicants finally settled the 

bill for $200 in April 1974, almost a year after the 
Original bill was rendered. 


Applicants argue that the fact that the computer 

bill was ultimately settled for less shows that the 
original billing was not a valid liability of the firm. 
Thus, they were assertedly justified in not treating it as 
such for net capital purposes. We cannot agree. 


Applicants have not shown that the computer bill 

was clearly erroneous. It was simply being disputed. 
There could be no assurance that it would be settled at 
the lower figure that applicants eventually managed, 
after much travail, to procure. Hence, for net capital 
purposes, the bill had to be treated as a liability for the 
full amount sought by the creditor.'® 


We affirm the NASD’s findings that the firm conducted 
business with net capital deficiencies as of April 30 and 
May 31, 1973, and that Yurich and Antonius were 
responsible for those violations. 


D. The NASD found that applicants violated its rules 
by not reflecting the above liabilities for auditing 

and computer services on Management's books. It 
also concluded that, as a consequence, applicants 
submitted false and misleading information to regulatory 
authorities as to the firm's compliance with net 
Capital requirements.'® We think it clear that the 
NASD’s findings were correct, and we affirm them. 


Applicants argue that they were only following 

“basic accounting rules and principles.’ The “rules 
and principles” relied on are left unspecified. Moreover, 
they are wholly unknown to us. 


We find, as did the NASD, that, in an effort to make 
it appear that Management was in compliance with 
net capital requirements, applicants deliberately failed 
to record and report the liabilities in question. 

Yurich indicated that he directed his legal training 

to that end. He testified: 





13 See George A. Brown, 43 S.E.C. 490, 498 (1967). 


‘* Applicants further argue that if they could not 
recognize the receivables in the months in which they 
accrued, they should have been able to defer 
recognition of the related expenditures. However 
meritorious that position might be in another context, it 
is incompatible with the requirements of our net 
capital rule. The purpose of that rule is to provide at all 
times a liquid pool of assets for the protection of 
persons dealing with a broker-dealer. 


'® See -C. A. Benson & Co., Inc. 42 S.E.C. 952, 956-7 
(1966). 


'® The information submitted was contained in reports 
by Management under Rule 17a-11 for the months of 
April and May. 
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“Now the bills that came up,...we had the 
choice of making accounting judgments, and since 
| was an attorney [and] Jack [Antonius] was a 
CPA, we felt that we would be able to make 
some accounting judgments and legal decisions 
Opinions, that would premit us to keep the door 
open, and the thought was that the salesmen 
would do some sales and bring in the money and 
we would be paying off our bills, we wouldn't 
stick any creditors. We thought we could do it.” 


The picture that emerges from this record is of a 
desperate effort by Yurich and Antonius to keep 
Management alive. They had every right to make that 
effort. But they had no right to engage in deliberate 
deception."’ 


In the second case, the NASD found that 
Management, Fund's principal underwriter, violated 
Section 17(a) of the Investment Company Act by 
engaging as principal in 69 securities transactions with 
Fund during the period May 1971 through September 
1972."* In addition, the NASD found that Management, 
which was also Fund's investment adviser, violated 
Sections 10(f) and 17(a) of the Investment Company 
Act, during the period November 1970 through April 
1972, by selling Fund securities from Management's 
participations in four underwritings.'® Yurich was 
found responsible for these violations.?° 


The facts are undisputed. Here applicants rely 

entirely on legal points. The argue that the NASD had 
no authority to find that violations of the Act were 
also violations of Article lil, Sections 1 and 18 of 

the NASD’‘s Rules of Fair Practice.?' 


We agree with applicants that, since neither 
manipulation nor fraud was found, the NASD's findings 
of violation of Section 18 were improper, and we set 
them aside. However, it was appropriate for the 
NASD to follow its uniform practice of treating 
violations of the securities acts and the rules 
thereunder as violations of Section 1.7? Since the record 
establishes that the violations in question occurred, 
and that Yurich was one of the persons responsible 
for them, we affirm the NASD 5 findings that applicants 
violated Section 1. 


Yurich argues that his constitutional rights have been 
violated since he was subjected to “dual prosecution” 
by the NASD and this Commission. In 1974, after the 
NASD had instituted this action, we brought 
administrative proceedings against Yurich charging him 
with aiding and abetting violations of Sections 10(f) 
and 17(a) of the Investment Company Act. Those 
charges were based on some of the same transactions 
that are involved in this NASD appeal.?? Our 
proceedings terminated with the acceptance of Yurich’s 
offer of settlement.** 





" Applicants complain that the NASD violated their 
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constitutional rights. They assert that the District 
Committee and Board of Governors were made up of 
applicants’ competitors, many from “old line brokerage 
houses.” According to applicants, these competitors 
look askance at and do not understand the problems 
of a small, young brokerage firm. Moreover, they act as 
investigators, prosecutors, judge and jury. These 
arguments are wholly lacking in merit, and we have 
previously rejected them in other cases. See, e.g., 
Langley-Howard, Inc., 43 S.E.C. 155, 157-160 (1966): 
Handley Investment Company, 42 S.E.C. 370, 372 n.5 
(1966), aff'd, 354 F.2d 64 (C.A. 10, 1965); Ernest 
F. Boruski, Jr, 40 S.E.C. 258, 263 (1960). Applicants 
also claim that the NASD district official who was 
responsible for bringing charges against them engaged 
in a personal vendetta and subjected them to “flagrant 
harassment.”” No claim is made, however, that his 
actions prevented a fair hearing on those charges; 
nor were the NASD’'s findings of violation or our own 
affected by the alleged misconduct. Cf. J. B. Howard, 
41 S.E.C. 960, 963 n. 3 (1964). 


'® Section 17(a) prohibits the principal underwriter 

of a registered investment company, acting as 
principal, from purchasing any security from or selling 
any security to such registered company. 


'8 Section 10(f) bars a registered investment company, 
during the existence of any underwriting or selling 
syndicate, from acquiring any security a principal 
underwriter of which is the company’s investment 
adviser. 


2? The NASD also found Management responsible for 
deficient supervision in connection with the violations. 
However, where findings of substantive violations are 
made against a firm, it is unnecessary to find the firm 
responsible for a failure of supervision with respect to 
the same misconduct. See Charles E. Marland & Co. 
Inc., Securities Exchange Act Release No. 11065 
(October 21, 1974), 5 SEC Docket 313, 315. 


2! Section 1 requires the observance of “high 
standards of commercial honor and just and 
equitable principles of trade.” Section 18 proscribes 
the use of any “manipulative, deceptive or other 
fraudulent device or contrivance” in securities 
transactions. 


22 See Barraco and Company, 44 S.E.C. 539, 540 
(1971); Valley Forge Securities Co., Inc., 41 $.E.C. 
486, 488 (1963); Joseph Blumenthal, 41 S.E.C. 133. 
136 (1962). 


23 Our charges were based on a total of 31 transactions. 
As noted above, the NASD found 73 violative 
transactions. 


24 Pursuant to that offer, we suspended Yurich from 
association with any broker-dealer, investment adviser 
or investment company for two weeks, and barred him 
from any such association thereafter in a supervisory 
capacity, with the right to apply for relief from that bar 
after one year from August 26, 1974. Securities 
Exchange Act Release No. 10954 (August 7, 1974). 
4 SEC Docket 696. 
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As we have noted on many occasions in the past, 

the Exchange Act provides several parallel and 
compatible procedures for the achievement of its 
objectives and the use of more than one avenue is in 
many instances both proper and appropriate. We have 
never viewed disciplinary action by the NASD as 
precluding administrative action under Section 15(b) 
of the Exchange Act.”° In a situation comparable to this 
one, we stated: 


“We recognize the problem... of avoiding an 
undue burden on respondents, but this 
Commission, in carrying out its responsibilities 
under the Securities Acts, is not precluded from 
pursuing its administrative remedies merely 
because other regulatory action has been taken 
where it deems it own proceedings... necessary 
for the adequate protection of investors.”’?° 


Nevertheless, we are not unmindful of the fact that 
Yurich has already been disciplined for some of the 
misconduct involved in this appeal, and we shall take 
that factor into account in determining whether the 
sanctions imposed by the NASD are excessive. 


IV. 


In the net capital case, the NASD censured applicants, 
expelled the firm from membership, suspended Yurich 
and Antonius from association with any member in a 
principal capacity for one year, and fined Yurich 
. $2,000 and Antonius $1,000. In the Investment 
Company Act case, the NASD again censured 
applicants and expelled Management from membership. 
It also suspended Yurich from association with any 
member in a principal capacity for three years. At the 
oral argument before us, counsel for the NASD stated 
that Yurich’s suspensions were to run concurrently 

and our determination is predicated on that 
representation. 


Applicants argue that the sanctions imposed by the ; 


NASD in both proceedings are excessive. 


In the net capital case, applicants assert, among 

other things, that they have already suffered losses, 
that the professional reputations of Yurich and Antonius 
have been damaged, and that they sought to protect 
customers by means of Management's affiliation with 


Capital. 


As set forth above, we have set aside some of the 
NASD’‘s findings of violation in this case and 

noted some mitigating circumstances. Factors such as 
these often warrant substantial reductions in the 
penalites imposed. But the heart of this case is 

the deliberate deception practiced by applicants on 
regulatory authorities. That factor more than 

justifies the sanctions which the NASD assessed. 


Applicants raise a few additional matters with 

fespect to the sanctions in the net capital case 

that require comment. They contend that the NASD did 
fre comply with its Code of Procedure since it 

assertedly imposed far lighter sanctions in a case 

involving another Cleveland firm which committed 


similar violations during the period involved here.”’ 
And they have attempted to secure information 
from the NASD concerning that proceeding. Yurich 
additionally argues that he should not have been 
assessed a larger fine than Antonius who was 
Management's “chief financial officer.” 


These contentions are without merit. The sanctions 

in the case to which applicants point were imposed 
pursuant to an offer of settlement. And settlements 
involve pragmatic considerations, including the 
avoidance of time and manpower-consuming adversary 
proceedings.” Even more important, the respondents 
in the case in question were charged with only a single 
net capital violation, misconduct in no way comparable 
to that in which applicants engaged. As for Yurich’'s 
complaint that his fine should not exceed that of 
Antonius, it is sufficient to note that, during the 
critical April-June 1973 period, Yurich was president 
of Management. 

His assertion that he “was acting president only 
because there were no other officers” does not aid him.?® 


In the second appeal before us, applicants claim that 
none of the violative transactions involved any 
overreaching and were merely the result of a misinter- 
pretation of the Investment Company Act. Yurich 
points to the fact that he was only vice president 

and secretary of Fund. He argues that the NASD 
unfairly imposed the same sanction on him as on 
Fund's president who was also a director and “primary 
responsible for [Fund's] investment decisions.” He also 
points to the fact that he has already been sanctioned 
in Commission proceedings for some of the same 
misconduct at issue here. 


The NASD’‘s Board of Governors took account of 
Yurich’s contention that the violations stemmed from 
a mistake of law. For that reason, it reduced his 
sanction from the penalty imposed by the District 
Committee.*° A further reduction predicated on that 





28 See Lile & Co., Inc., 42 S.E.C. 664, 670 (1965) and 
cases there collected. 


26 Shearson, Hammill & Co., 42 S.E.C. 811, 852 n. 88 
(1965). 


27 The code includes a Board of Governors explanation 
(NASD Manual, § 3014) which states that every District 
Committee decision is reviewed by the NASD’s 
National Business Conduct Committee in order, among 
other things, “to determine whether the penalty is 
consistent ... with penalties imposed in other similar 
cases.” 


28 See Haight & Company, 44 S.E.C. 481, 512-13 
(1971), aff'd without opinion, (C.A.D.C. June 30, 1971). 


2° See ‘William H. Prince, Securities Exchange Act 
Release No. 11680 (September 25. 1975). 7 SEC 
Docket 931, 932. 


3° The District Committee had barred Yurich from 
association with any member in a principal capacity. 
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factor would be inappropriate. No showing has been 
made that Yurich’s mistaken ideas about the Investment 
Company Act were reasonable. In fact, Yurich admits 
that the violative transactions continued after he knew 
that they were unlawful.*' Thus we see no unfairness 
in the fact that he received the same sanction as the 
president of Fund. 


However, as previously noted, Yurich has already 

been disciplined for some of the violations involved in 
this appeal. Hence we consider his three-year suspension 
excessive. We shall therefore reduce it to a two-year 
suspension from association with any NASD member 
in a principal capacity. 


An appropirate order will issue. 

By the Commission (Chairman HILLS and 
Commissioners LOOMIS, EVANS and POLLACK); 
Commissioner SOMMER not participating. 


George A. Fitzsimmons 
Secretary 





3' That Yurich is a lawyer is significant in this 
connection. He testified: “The operation of the Fund 
was confined responsibility-wise to [the president] and 
myself...but | have had the burden of allegedly 
knowing all the laws... regarding investment 
companies .. .” 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12098/February 11, 1976 


Admin. Proc. File Nos. 3-4560 and 3-4567 
In the Matter of the Applications of 
MANAGEMENT FINANCIAL, INC. 

5100 W. 16th Street 

Cleveland, Ohio 

and 


ROBERT R. YURICH 
JOHN M. ANTONIUS 


For Review of Disciplinary Action Taken by the 


NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


ORDER WITH RESPECT TO DISCIPLINARY | 
ACTIONS TAKEN BY REGISTERED SECURITIES 
ASSOCIATION 


On the basis of the Commission's opinion issued 
this day, it is 


ORDERED that Administrative Proceeding No. 3-4560 
be, and it hereby is, dismissed; and it is further 
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ORDERED that the three-year suspension of Robert 
R. Yurich in Administrative Progeeding No. 3-4567 
from association with any NASD member in a 
principal capacity be, and it hereby is, reduced to a 
suspension of two years, and that, in all other 
respects, the NASD's action in that proceeding be, 
and it hereby is, affirmed. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12099/February 11, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY CINCINNATI STOCK EXCHANGE 
File No. SR-CSE-76-1 


The Cincinnati Stock Exchange (‘CSE’) submitted on 
February 4, 1976 a proposed rule change under Rule 
19b-4 that amends Section 12 of the Trading Rules 
to provide a proportional procedure for handling open 
orders which are quoted ‘ex-dividend,” ‘’ex-distribution,” 
“ex-rights,” or “ex-interest.” 


Publication of the submission is expected to be made 
in the Federa/ Register during the week of February 
16, 1976. In order to assist the Commission to 
determine whether to approve the proposed rule change 
or institute proceedings to determine whether the pro- 
posed rule change should be disapproved, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within 30 days 
from the- date of publication in the Federa/ Register. 
Persons desiring to make written submissions should file 
six copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-CSE-76-1. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission's Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the above- 
mentioned self-regulatory organization. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12100/February 11, 1976 


In the Matter of 


THE OPTIONS CLEARING CORPORATION 
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6150 Sears Tower 
Chicago, Illinois 


(SR-OCC-75-3) 


ORDER APPROVING PROPOSED RULE CHANGES 
SUBMITTED BY THE OPTIONS CLEARING CORPORA- 
TION RESPECTING THE ADMISSION, SUSPENSION 
AND DISCIPLINING OF CLEARING AGENCY 
PARTICIPANTS 


On October 29, 1975, the Options Clearing Corpora- 
tion (“OCC”) submitted, pursuant to Rule 19b-4 under 
the Securities Exchange Act of 1934, proposed 
changes to Article |, Section 1, Article V, Sections 1 and 
2, and Article Vil, Sections 1 and 5 of the OCC By-Laws 
and OCC Rules 211, 1102, 1110, and 1202. 


In accordance with Section 19b of the Act and Rule 
19b-4 thereunder, the rule changes were published in 
the Federal Register (40 F.R. 52889. November 13 
1975) and the public was invited to comment thereon. 
Notice of the filing and an invitation for comments 
also appeared in Securities Exchange Act Release No. 
11812 on November 7, 1975. No letters of comment 
were received. 


As described in Securities Exchange Act Release No. 
11812, the rule changes, which are designed to amend 
OCC’s By-Laws and Rules to comply with the Securities 
Acts Amendments of 1975, Pub. L. No. 94-29 (June 4, 
1975), include additions to the definitional section of 
OCC’s By-Laws and Rules and changes in procedures 
for admission to clearing membership in OCC, notice 
of proposed rule changes to participants, suspensions of 
clearing members, disciplinary proceedings, and the 
rights of clearing members to appeal decisions of OCC. 


On January 27, 1976, OCC submitted Amendment No. 
1 to SR-OCC-75-3 withdrawing the proposed changes 
to Article V, Section 1 of OCC’s By-Laws and revising 
the proposed amendments to Rules 1102 and 1202 
and by letter dated February 10, 1976, submitted a 
technical change to Rule 1102. Amendment No. 1 and 
the amendments submitted by the February 10, 1976 
letter were incorporated in the proposed rule changes 
and included in the public file. 


The Commission has reviewed the proposed rule 
changes and finds that they are consistent with the 
requirements of the Act and the rules and regulations 
thereunder applicable to registered clearing agencies. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule changes 
contained in File SR-OCC-75-3, be and hereby are, 
approved. 


For the Commission, by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12101/February 12, 1976 


In the Matter of 


PACIFIC STOCK EXCHANGE, INC. 
618 South Spring Street 
Los Angeles, California 90014 


(SR-PSE-75-11) 
ORDER APPROVING PROPOSED RULE CHANGE 


The Pacific Stock Exchange, Inc. (“PSE”) submitted on 
December 22, 1975, a proposed rule change under 
Rule 19b-4 to conform the anti-manipulative rules of 
the PSE with those of other participants in the con- 
solidated transaction reporting system. 


Publication of the submission was made in the Federa/ 
Register on January 12, 1975 (41 FR 1826)’ and 
interested persons were invited to submit written data, 
views and arguments concerning the submission by 
February 11, 1976. No comments have been received 
concerning the PSE’s rule change. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Securities 
Exchange Act of 1934 (the “Act’) and the rules and 
regulations thereunder applicable to national securities 
exchanges, and in particular the requirements of Section 
6 of the Act and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change refer- 
enced above be, and it hereby is, approved. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





' See also Securities Exchange Act Release No. 11793 
(January 2, 1976.) 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12102/February 12, 1976 


AMENDMENT OF RULES DELEGATING AUTHORITY 
TO PUBLISH NOTICE OF THE FILING OF APPLICA- 

TIONS FOR REGISTRATION AND EXEMPTION FROM 
REGISTRATION AS A CLEARING AGENCY 


The Securities and Exchange Commission hereby an- 
nounces the amendment of Section 200.30-3 (17 
CFR 200.30-3) of the Commission's Statement of 
Organization; Conduct and Ethics; and Information 
and Requests to delegate to the Director of the Division 
of Market Regulation the authority to publish notice of 
the filing of applications for registration and exemption 
from registration as a clearing agency. 
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Section 19(a) of the Securities Exchange Act of 1934 
(the “Act’)' requires the Commission to publish notice 
of the filing of an application, pursuant to Section 
17A\(b)(2) thereof.? for registration as a clearing agency. 
The Act requires notice of such application and requires 
the Commission to afford interested persons an oppor- 
tunity to submit written data, views, and arguments 
concerning such application. With respect to the filing 
of applications for exemption from registration pursuant 
to Rule 17Ab2-1, the Commission as a matter of policy 
will publish notice of such filings and interested persons 
will be afforded an opportunity to submit written data, 
views and arguments concerning such applications 

for exemption. Therefore, pursuant to Sections 
17A(b)(1).2 17A(b)(2) and 19(a) of the Act, the rules of 
the Commission relating to general organization are 
being amended to delegate authority to the Director 
of the Division of Market Regulation to publish notice 
of the filing of applications for registration and exemp- 
tion from registration as a clearing agency. 


Delegation of Authority 


Section 200.30 is amended by adding paragraph (17) 
as follows: 


§200.30 Delegation of authority to Director of 
Division of Market Regulation. 


(17) Pursuant to Sections 17A(b)(1), 17A(b)(2) 
and 19(a) of the Act (15 U.S.C. 78q-1(b)(1). 
78q-1(b)(2) and 78s(a)), to publish notice of the 
filing of applications for registration and for 
exemption from registration as a clearing agency. 


The Commission finds, in accordance with Sections 

5 U.S.C. 553(b)(3)(B) and 553(d)(3) of the Administra- 
tive Procedure Act, that the foregoing action relates 
solely to agency organization, procedure or practice and 
should be effective immediately in order to provide an 
orderly procedure for the prompt noticing of the filing 
of applications for registration and for exemption from 
registration as a clearing agency and that notice and 
public procedure are not necessary with respect to the 
foregoing action. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





115 U.S.C. 78a et seg., as amended by Pub. L. No. 
94-29 (June 4, 1975). 


215 U.S.C. 78q-1(b)(2). 
215 U.S.C. 78q-1(b)(1). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12103/February 12, 1976 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
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55 Water Street 
New York, New York ‘ 


(SR-NYSE-75-19) 


ORDER APPROVING PROPOSED CHANGES IN THE 
RULES OF THE NEW YORK STOCK EXCHANGE’S 
SUBSIDIARY, THE DEPOSITORY TRUST COMPANY 


On November 28, 1975, the New York Stock Exchange, 
Inc. (the “NYSE") filed with the Commission, pursuant 
to Section 19(b) of the Securities Exchange Act of 
1934 (the “Act’) and Rule 19b-4 thereunder, copies of 
proposed changes in the rules of the NYSE’s depository 
subsidiary, The Depository Trust Company (“DTC”), a 
registered clearing agency. Thereafter a memorandum to 
DTC participants and two letters to the staff of the 
Commission were incorporated in the submission and 
included in File No. SR-NYSE-75-19. 


The proposed rule changes amend DTC's schedule of 
fees. The proposed changes impose a deposit fee on 
participants and increase the charges to participants 
for Miscellaneous Delivery Orders (‘“-MDO’s’), Con- 
tinuous Net Settlement (“CNS”) deliveries, withdrawals 
of certificates in DTC’s nominee name (“COD’s”), 
maintenance of long positions of under twenty-five 
million shares, and deposits made to depository facilities. 
The proposed changes eliminate the charges to partici- 
pants for settlement on CNS transactions and mainte- 
nance of long positions of over three hundred million 
shares and reduce the charge to an entity acting as a 
depository facility. 


Notice of the proposed rule changes, together with the 
terms of substance of the proposed rule changes, was 
given in Securities Exchange Act Release No. 11933, 
(December 17, 1975) and by publication in the Federal 
Register (40 Fed. Reg. 59794, December 31, 1975). 


Subject to review of the proposed rule changes at such 
time as the Commission makes the determinations re- 
quired by subparagraph 17A(b)(3)(F) of the Act in 
connection with DTC's registration as a clearing agency 
in accordance with subsection (c) of Rule 17Ab2-1 
under the Act, the Commission finds that the proposed 
rule changes are consistent with the requirements of 
the Act and the rules and regulations thereunder ap- 
plicable to clearing agencies and, in particular, the 
requirements of Section 17A and the rules there- 
under applicable to DTC. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule changes, 
contained in File No. SR-NYSE-75-19, be, and hereby 
are, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITY EXCHANGE ACT OF 1934 
Release No. 12104/February 12, 1976 


Admin. Proc. File Nos. 3-1950, 3-1951 and 3-1952 
In the Matter of 


RICHARD C. SPANGLER, INC. 
91 Central Square 

Pittsburgh, Pennsylvania 

(8-8876) 

RICHARD C. SPANGLER, JR. 


NASSAR AND CO., INC. 
301 Fifth Avenue Building~ 
Pittsburgh, Pennsylvania 
(8-12746) 

GEORGE M. NASSAR 


ALBERT TELLER AND CO., INC. 
123 South Broad Street 
Philadelphia, Pennsylvania 

(8-9578) 

ALBERT TELLER 


OPINION OF THE COMMISSION 
BROKER-DEALER PROCEEDINGS 


Ground for Remedial Sanctions 
Fraud in Offer and Sale of Securities 


Failure to Exercise Adequate Supervision 


Where registered broker-dealers and associated 
persons made false and misleading representations 
and predictions concerning the testing, efficacy, 
production and potential sales of issuer's drug 
product, and prospective rises in the market 
price of its stock, he/d, public interest re- 

quires revocation of broker dealer registrations, and 
bar of associated persons from association with 
any broker or dealer. 


Where president of registered broker-dealer failed to 
exercise proper supervision over associated 
persons who made misstatements in the offer 
and sale of stock but such persons had left 

firm, he/d, in the public interest to censure 
president and permit withdrawal of firm's 
registration. 


Evidence 
Witnesses 
Practice and Procedure 


That customer-witnesses have lost money is no 
reason to discredit their testimony. 


Failure of the Commission's staff to produce each 
and every person who dealt with a respondent does 
not negative the testimony of those investors 
who did testify about the misrepresentations 
made to them. 


APPEARANCES: 


Maurice J. Mahoney, for Richard C. Spangler, Inc. and 
Richard C. Spangler, Jr. 


Carl L. Shipley, Johan Barry Donahue, Jr. and Moreland 
G. Smith, of Shipley. Ackerman, Pickett, Stein and 
Kakps, for Nassar and Co., Inc. and George M. Nassar. 


Fred C. Aldridge, Jr. and Philip J. Fina, of Stradley, 
Ronon, Stevens and Young, for Albert Teller and Co., 
Inc. and Albert Teller. 


William R. Schief, Marvin S. Davis and Thomas R. 
Beirne, for the Division of Enforcement of the 
Commission. 


1. INTRODUCTION 


Richard C. Spangler, Inc., Nassar and Co., Inc. and 
Albert Teller and Co., Inc., registered borkers and dealers, 
and their respective presidents, Richard C. Spangler, 
Jr., George M. Nassar and Albert Teller, appeal from 
the findings made and the sanctions imposed by the 
administrative law judge.’ Our division of Enforce- 
ment also sought review of certain issues relating to 
Teller, Inc. and Teller (the Teller respondents”), including 
the sanctions. The major issues presented are whether, 
as found by the administrative judge, Spangler, Inc. 
and Spangler (“the Spangler respondents”), Nassar, Inc. 
and Nassar (“the Nassar respondents”) and Teller, Inc. 
fraudulently sold the stock of interamerican Industries, 
Ltd., and Teller failed reasonably to supervise two 
Teller, Inc. vice-presidents (“the Teller officials”) with 
a view to preventing their fraudulent sales of stock. 
To place the selling activities in perspective, we begin 
with Interamerican and with a certain Oscar Hausner, 
who controlled it. 


ll BACKGROUND 
A. Description of Interamerican 


Interamerican had lumber interests in Paraguay and 
mining interests in Bolivia. But these were never de- 
veloped. (Interamerican also owned a formula for an 
oral contraceptive pill, which was being developed for 
sale primarily to underdeveloped countries. 





' The administrative judge concluded that the broker- 
dealer registrations of Spangler, Inc. and Nassar, Inc. 
should be revoked, that those two firms should be ex- 
pelled from membership in the National Association of 
Securities, Inc., and that Spangler and Nassar should 
be barred from association with any broker or dealer. 
He also concluded that the Teller firm's broker-dealer 
registration and membership in the National Association 
of Securities Dealers, Inc. and the Philadelphia- 
Baltimore-Washington Exchange should be suspended 
for 50 days, and that Teller should be suspended 
from association with any broker-dealer for a like 
period. After briefs had been filed by the respon- 
dents and by our staff, we heard oral argument. Our 
findings are based on an independent review of the 
record. 
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The distinctive attribute of Interamerican’s pill was said 
to be a so-called “sustained release” feature. This 
was claimed to be capable of reducing the adverse 
side effects (such as nausea and dizziness) asso- 
ciated with the pill’s active birth control ingredient.” 


Interamerican’s sustained release method had no patent 
protection in any country in which Interamerican in- 
tended to market its pill.* The pill having been 
clinically tested for only three months on 60 women in 
Panama, no valid claim could be made about its efficacy. 
It could be sold legally no place in the world except 
the Republic of Panama. Only one sale was ever made. 
That involved 100,000 pills for a total purchase price 
of $1,500. And that $1,500 was never paid. 


B. Hausner’s Role 


Hausner, a New York accountant, controlled a complex 
of corporate entities. One of his promotions was inter- 
american, a Canadian corporation whose stock was listed 
on the Calgary Stock Exchange in Canada. Hausner 
designed a fraudulent scheme‘ for the purpose of inducing 
massive purchases of Interamerican stock in the United 
States.® He circulated misinformation about the effective- 
ness and the potential sales of Interamerican’s pill, 
the contracts for its distribution, and the wholly 
fictitious interest that the United Nations and the 
World Health Organization were said to have mani- 
fested in it.® 


Hausner’s campaign of lies involved conversations with 
Spangler, with Nassar, and with one Emanual Jenkins, 
a salesman for the brokerage firm of Dreyfus and Co.’ 
who in May of 1967 prepared a grossly deceptive 
report about Interamerican on his firm's letterhead.* Op- 
timistic fictions and half-truths were also disseminated 
by means of Interamerican’s 1967 annual report, an 
April 1967 Dun & Bradstreet report, and an article 

in the August 19, 1966 issue of a publication known as 
the Canadian Forecaster. Characterizing Inter- 
american as “a massive fraud,” the administrative judge 
stated: 


“If it did not originate as such, it certainly 
developed into it as a result of Hausner’s misin- 
formation concerning the pill. Hausner-created 
rumors fed upon themselves in 1966 and 1967 
and with a rise in the price of the stock they 
became gospel to many investors, particularly 
in the Pittsburgh metropolitan area, where the 
activities fand transactions of the Spangler 
and Nassar respondents beginning in 1966 helped 
foster the belief that the price of the stock 
could move only in one direction.” 


“Although Hausner recognized that the pie in the 
sky had disappeared, he continued to tout the 
pill’s potential by devious tactics and evasion. 
His activities, together with those of other persons 
including respondents herein, produced a rise in 
the price of the stock from pennies to approxi- 
mately $20 per share in relatively heavy trading. 
Testimony indicated that at the time of the 
hearing the bid on the stock had dropped to 
one cent.” 
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The pill’s active birth control ingredient was not patentable. 





iil. FALSE AND MISLEARING STATEMENTS 





The relevant period begins in April of 1966. It ends 
on May 18, 1967, the date on which we suspended 
trading in Interamerican stock.? During that time 
Spangler and Nassar made fraudulent representations in 





2 The pill in its original form contained a contra- 
ceptive ingredient which was patented by another 
drug manufacturer. When Interamerican found out 
about this in January of 1967, it revised its formula. 
But the substituted ingredient caused the adverse 
side effects referred to above. 


3 The process was patented in the United States, in 
Great Britain and in Canada. However, there were 11 
other sustained release processes patented in the United 
States alone. 


* To give worthless assets the appearance of value, he 
transferred them from one entity in his complex to 
another. 


5 On January 8, 1968, the United States District 
Court for the Southern District of New York permanently 
enjoined Hausner, with his consent, from violating 
the registration provisions of the Securities Act in the 
offer and sale of Interamerican stock. 


® Hausner’s misdeeds are not attributed to any of the 
respondents herein. The liability of each respondent 
depends entirely on what he himself did or did not do 
in connection with the offer and sale of Interamerican 
stock. 





’? The administrative judge barred Jenkins, who was also 
a respondent, from association with any broker or dealer. 
Jenkins did not seek review of that decision. Nor did 
we choose to review it on our own initiative. Hence 
the administrative judge's bar is final as to him. 


8 Although Jenkins was authorized to prepare a re- 
search report on Interamerican for his customers, 

he was directed not to do so on Dreyfus stationery. As 
the administrative judge found, “much of [the report's] 
information had its origin in Hausner’s falsification, exag- 
geration, obfuscation and rumor. ... Without the Dreyfus 
firm name and the implication that the letter was a 
product of the Dreyfus research department, it would 
not have had the substantial significance accorded 

it by other broker-dealers including Teller, Inc., by 
their registered representatives and by many of their 
customers.” 


® The suspension was initially imposed for 10 days. 
The release announcing it noted that a sharp rise 

in the price of the stock (from 1-1/2 in January to 20 
in May 1967) had been accompanied by the dissemina- 
tion of information about the company “which appears 
to be misleading”; and that no Securities Act registra- 
tion statement covering the stock had been filed. 
Securities Exchange Act Release No. 8080 (May 18, 
1967). Successive subsequent orders extended the sus- 
pension to February of 1968. See Securities Exchange 
Act Release No. 8237 (January 24, 1968). 
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the offer or sale of Interamerican stock at prices 
ranging from about $2 to $20 per share. 


Teller, Inc. also did so. However, it was involved with 
Interamerican for only the two weeks immediately 
preceding our suspension order. 


Spangler told customers that the price of Interamerican 
stock would go to at least 50 within a year; that it 
could possibly go to 70 or 80 “in the not too distant 
future”; and that it had a good possibility of reaching 
50 to 100. He told customers that the pill had been 
tested, had no side-effects, and was then being 
manufactured; that it would be mass-produced at very 
low cost; that the World Health Organization was ex- 
tremely interested in the pill, and was putting $250 
million into a project involving the process; and that 
an agency of the United Nations had received Ford 
Foundation funds for the distribution of pills. He dis- 
cussed the intended market in terms of “billions” of 
pills; expressed “some sort of hope” that the pill would 
cure Or prevent cancer; stated that it was “a panacea 
for tuberculosis”; and added for good measure that 

a prominent manufacturer of oral contraceptives was 
buying 20% of Interamerican in order to get the patent 
rights to Interamerican’s slow-release formula, without 
which that manufacturer's own pill would become 
obsolete. He further represented that shipments of pills 
to Central or South American countries were “imminent”; 
that a contract signed by Interamerican provided for 
the shipment of 10 million pills to the Far East 
“momentarily,” and thereafter 50 million per month; and 
that the company’s per share earnings should range from 
90 cents to $1. 


Nassar advised his customers that he had “a very hot 
item”; that the stock would make the purchaser “a 
millionaire”; that the price would go to 100; '° and 
that “if it continues to go like it is going” the stock 
would be listed on the New York Stock Exchange. He 
stated that the United Nations was expected to approve 
the use of the pill in foreign countries; that Ford 
Foundation and Rockefeller Foundation grants were 
being made for more research on the pill; that the pill had 
been tested: and that it was unique, better than any 
other pill, and had no side effects. He further repre- 
sented that the pill was being manufactured; that the 
company “can produce. ..thousands and thousands of 
pills” in a week's time; that a factory would be 
established in Ireland which would turn out 100,000 
pills a day; and that Interamerican had a contract 

for the shipment of 1 million pills to South America. 
Finally, he stated that Interamerican stock would be 
“comparable” to Syntex stock then selling for around 
$90; and that Interamerican’s pill was cheaper to make 
than Syntex’s."' 


Teller, Inc. told its customers that the stock offered 

an opportunity “to make a fast profit’; that the 
purchaser should double his money within a few weeks; 
and that “within a very short time. . .something like a 
ten dollar profit’ could be realized on the stock. It 
Stated that the Interamerican slow release process 
made the pill “better than anything else on the 
market’; that Interamerican could produce the pill 
very cheaply and sell it “cheaper than anything else 
















































on the market”; and that Interamerican was going to 
build a plant in Ireland which would produce 2 million 
pills a day. It further represented that the pill would have 
to be taken only once a month; that the United Nations 
was interested in the product, which would give it 
“world-wide recognition and tremendous sales”; and that 
the company projected sales of $6 million for the 
next year. It conveyed the impression that the pill had 
been tested and was marketable. 


All these statements were made in connection with the 
offer or sale of Interamerican stock,’? and each and 
every one of them was either false or misieading.’* As 
has been seen, Interamerican had nothing but inactive 
mining and lumber interests, and the germ of an idea 
for a birth control pill. 





'© He admits giving customers his opinion that the price 
could rise to 100. 


'! Syntex Corporation is a prominent producer of oral 
contraceptives. 


2 Teller, Inc. stresses that certain asserted misstate- 
ments were made by a Teller official in a discussion 
with a group of people in the context of an informal 
“bull session” outside the course of his “professional 
capacity.” It is also urged that other alleged mis- 
statements were made after the sale. But the Teller 
official's representations were calculated to induce 
purchases. In fact, one member of the group bought the 
stock from him shortly after he had addressed the group. 
And misrepresentations made after a sale that 

are designed to induce investment action are also made 
in connection with the offer or sale of securities. 

See Richard J. Buck & Co. , 43 S.E.C. 998, 1007 
(1968): affirmed sub nom. Hanly v. S.E.C., 415 

F. 2d 589 (C.A. 2. 1969): Henry Gellis, Securities 
Exchange Act Release No. 10294 (July 25, 1973), 

2 SEC Docket 192. 


'3 Respondents deny some of the statements attributed 
to them by the customer-witnesses. In urging us to 
discredit these witnesses, they say that customers 
suffered losses, only a few of them were called by 
the Division to testify, and the testimony elicited was 
strikingly uniform—following the charges in the order 
for proceedings. 


But the administrative judge heard the witnesses and 
observed their demeanor. He credited the customer 
testimony cited above. And respondents have not con- 
vinced us that he erred in doing so. That a customer 
has lost money on his investment is no basis for 
rejecting his testimony. This is especially so where 
the representations attributed to a particular sales- 
man by a number of witnesses are similar. Armstrong, 
Jones and Co., 43 S.E.C. 888, 895 (1968), affirmed 
421 F.2d 359 (C.A. 6, 1970, cert. denied 398 U.S. 
958: Richard J. Buck & Co., 43 S.E.C. 998, 1108 
(1968). affirmed sub nom. Hanly v. S.E.C., 415 
F.2d 589 (C.A. 2, 1969). That some customers did not 
testify in no way impairs the credibility of those who 
did testify as to the misrepresentations made to them. 
3 con't. 
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M. G. Davis & Company, Inc., 44 S.E.C. 153, 162 
(1970, affirmed sub nom. Levine v. S.E.C. 436 

F.2d 88 (C.A. 2,1971). See also Crow, Brourman & 
Chatkin, Inc., 42 S.E.C. 938, 945 (1966) (“Whiteman 
additionally contends that the Division did not sustain 
its burden of proof with respect to him because it 
did not call as witnesses the majority of his eight 
cusiomers, and that such failure created a presumption 
that the customers not called would testify adversely 
to the Division's position. These contentions are 
clearly without merit. There is no requirement under 
the antifraud provisions that a salesman cannot be 
found to have committed a fraud in the sale of secu- 
rities to certain customers unless he committed 

a fraud in the sale of such securities to a majority 

of his customers. In any event, Whiteman was free 
to call the other five customers as witnesses.”); 

Ross Securities, Inc., 41 S.E.C. 509, 516-517 
(1963); Basic Books v. F.T.C., 276 F.2d 718, 
720-721 (C.A. 7, 1960). 


This seems an appropriate place at which to deal with 
another point raised with respect to the investor- 
witnesses. Respondents claim that they were unable 
to cross-examine those witnesses effectively. That 
claim rests on two contentions. One is that our 

staff failed to give reasonable notice of the identity 

of the witnesses it planned to call. The other is 

that the staff's refusal to furnish respondents with 
copies of the witnesses’ investigative statements until 
the completion of their direct examination was improper. 
We see no substance to either contention. Absent 

a specific order or undertaking, our staff was not 
required to furnish a list of witnesses prior to the 
hearing. See Armstrong, Jones & Co. v. S.E.C., 

421 F.2d 359, 364 (C.A. 6, 1970), cert. denied 398 
U.S. 958; Diugash v. S.E.C., 373 F.2d 107, 

110 (C.A. 2, 1967). Here the staff undertook to give 
the respondents one day's notice of the names of 

its customer-witnesses. But the administrative judge 
entered an order reciting that the staff intends to 
furnish “reasonable advance notice” of such names. 
The administrative judge later indicated that his order 
was intended to reflect the staff's undertaking “to furnish 
the names [of witnesses] to counsel the day before 
the witnesses are called.” Such one day's notice was 
generally given. And nothing has been brought to our 
attention that would warrant a holding that this 

was inadequate or unfair under the circumstances. We 
are not unmindful of the fact that such notice was 
not given with respect to those of the staff's witnesses 
who appeared at the very outset of the staff's case 
with respect to each respondent. There appears to 
have been some confusion about the applicability of 
the aforementioned undertaking to these witnesses. 
Nevetheless, we think that the promised one day's 
notice should have been given with respect to all 
witnesses. However, we are not prepared to say 

that the administrative judge's failure to insist 

on this was prejudicial error. Nor did respondents 
have any right to earlier access to the investiga- 

tive statements. Our staff complied with Rule 11.1 

of our Rules of Practice, which provides: “After a 
witness called by the attorney of for the interested 
Division of the Commission has given direct testimony 
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The pill about which respondents were so exuberant had 
never been adequately testeds It was commercially 
untried and virtually unprotected by patents. Moreover, 
it had to be taken daily. Neither the United Nations 
nor the World Hea!th Organization had ever expressed 
any interest in it. The Irish production facilities 

had never been utilized. Interamerican never had a 
“tuberculosis pill.” And the company had no operating 
history. 





It is said that various customers initiated the trans- 
actions, were experienced investors and were aware 
of the speculative nature of the stock, and did not 
rely on the salesman in making their investment decision. 


That a customer is an experienced investor cannot possibly 
excuse fraudulent representations to him.'* Nor are such 
representations privileged when the customer wants to 
speculate.'® And there is no right to lie to customers 
who initiate transactions."® 


Moreover, our proceedings are instituted to protect the 
public interest. They are not brought to redress private 
wrongs.'? That makes it unneccessary to show reliance 
on such representations or that the customer was in 
fact misled."* 


Respondents argue that: 


(A) Their statements about Interamerican were not 
material. 


(B) They sincerely believed what they said, were them- 
selves deceived by Hausner, and are victims rather 
than wrongdoers. 





"3 con't. 

in a hearing, any other party may ... obtain the 
production of any statement, or part thereof, of 
such witness, pertaining to his direct testimony, in 
the possession of the Division, subject, however, to 
the limitations applicable to the production of wit- 
nesses’ statements under the Jencks Act. ...” 

And as the Court of Appeals for the Sixth Circuit 
noted when it dealt with this point in the Armstrong, 
Jones case cited earlier in this footnote, “Even under 
the more stringent conditions which prevail in criminal 
proceedings under the Jencks Act ... it is only re- 
quired that a witness’ prehearing statement be made 
available following his direct examination.” 


* Richard N. Cea, 44 S.E.C. 8, 15 (1969): James 
De Mammos, 43 S.E.C. 333, 335-336 (1967). 


‘® Armstrong, Jones and Company, 43 S.E.C. 888, 896 
(1968), affirmed 421 F.2d 359 (C.A. 6, 1970), cert. 
denied 398 U.S. 958; Richard N. Cea, supra at 15. 


‘© Armstrong, Jones and Company, supra at 896. 

” See Richard K. Fudge, 30 S.E.C. 334, 339 (1949): 
Arthur Lipper Corp., Securities Exchange Act Release No. 
11773 (October 24, 1975), 8 SEC Docket, 273, 281. 


'® Hanly v. S.E.C., supra at 596; Hamilton Waters 
& Co., Inc, 42 S.E.C. 784, 790 (1965). : 














pm- 


): 
lo. 








(C) They had a reasonable basis for what they told 
investors about Interamerican. 


The materiality point is spurious.’ Respondents were 
asking people to invest in a company whose fortunes 
were tied to a single drug. Nothing could have 

been more material to prospective investors in 

such an enterprise than the efficacy of Interamerican’s 
contraceptive pill, its cost of production, and its 
merchantability. As for the flamboyant price predictions, 
respondents themselves stress their customers’ specu- 
lative orientation. It necessarily follows that the ex- 
travagant price predictions must have been of some 
moment. 


Respondents’ claim that they have been deceived and 
victimized by Hausner appears well-founded. For present 
purposes we accept it.” That the respondents really 
believed in Hausner, that they themselves purchased 
substantial quantities of Interamerican stock, and that they 
lost heavily on those purchases does not demonstrate 
that they had a reasonable basis for recommending 
the stock to others.?' With their own money, they 
were free to do as they pleased. If they chose to 
gamble on a hunch, that was their business and theirs 
alone. But their willingness to gamble with their own 
funds gave them no license to deceive others.”? 


Respondents’ claim that they had a resonable basis for 
what they said about Interamerican comes down to this: 


(1) Hausner, an obscure accountant wholly without 
scientific pretensions, turned up out of nowhere and an- 
nounced that he had a miraculous contraceptive drug. 
And the respondents believed him. Moreover, they 
talked with him repeatedly, almost incessantly. 
Whenever they did so, Hausner corroborated his earlier 
assurances. 


(2) They also talked to two chemists, both of whom 
were associated with Hausner. These gentlemen en- 
dorsed some of Hausner’s optimistic assurances. 


(3) They talked with other brokers and with market 
makers in Interamerican’s stock. 


That was not enough. Respondents were dealing with a 
company that had no history and whose prospects 
turned entirely on an alleged scientific breakthrough. 
In these circumstances blind faith in the issuer's self- 
serving assurances and in those given by persons 
intimately associated with it was unwarranted. 


Respondents’ investigation consisted almost entirely of 
conversation. And we do not see how mere conversa- 
tions, however frequent and however protracted, could 
possibly have justified their sanguine view of Inter- 
american. Respondents told their customers that Inter- 
american’s contraceptive was a royal road to riches. 
But they had no clinical data of any sort. They had 
neither citations to nor reprints from scientific litera- 
ture. Hausner never referred them to either a gynecolo- 
gist or a pharmacologist. Nor did the respondents consult 
any gynecologists or pharmacologists on their own.?? 





'* Affiliated Ute Citizens vy. United States, 406 US. 
128, 153-154 (1972) held that facts are material when 
a “reasonable. investor might have considered them 
important.” And the Court of Appeals for the Second 
Circuit held in S.E.C. v. Texas Gulf Sulphur Co. 

401 F.2d 833, 849 (C.A. 2, 1968). cert. denied sub nom. 
Kline v. S.E.C., 394 U.S. 976 (1969): “The basic 

test of materiality ... is whether a reasonable man 
would attach importance ... in determining his choice 
of action in the transaction in question. ... This, of 
course, encompasses any fact ... which in reasonable 
and objective contemplation might affect the value 

of the corporation's stock or securities.” (Emphasis 

by the court.) 


7° Long after the sales in question, Hausner in January 
1968 issued a release on Interamerican which, in the 
words of the administrative judge, “corrects much of 
the misinformation circulated by Hausner and used. . .in 
selling the shares, and .. .gives the lie to some of 

the statements in the Dreyfus letter.” The statements 
in the release may be used to establish the actual 
facts as they were with respect to Interamerican and 
hence the false and misleading character of the repre- 
sentations made to customers. But the Hausner release 
obviously cannot be used to establish retroactively 

the lack of a reasonable basis for those representations, 
a prerequisite to a finding of willful violation of the 
antifraud provisions. 


a The reference is to Nassar, Spangler and the Teller 
Officials. Teller, Inc. did not invest in Interamerican. 


22 See John R. Brick, Securities Exchange Act Release 
No. 11763, n. 16 (October 24, 1975), 8 SEC Docket 
240, 246: Richard N. Cea, 44 S.E.C. 8, 15 (1969), 
A. T. Brod & Company, 43 S.E.C. 289, 292 (1967): 
Alfred Miller, 43 S.E.C. 233, 238 (1966). 


Spangler and Nassar assert that they did not “recommend” 
the stock. Spangler says that virtually all of his sales 
were to previously unknown persons who initiated 

the transaction (mostly by telephone) and, based upon 
the recommendations of others, had already decided 
to buy the stock. As for Nassar, he states that his 
customers bought the stock based upon information 
furnished by others, the stock’s market performance, 
and his own personal investment in it. But their 
extravagant price predictions and other highly opti- 
mistic representations were obviously designed to 
induce investment action. Hence they were “recommen- 
dations.” No one who reads this record can possibly 
believe that either Spangler or Nassar was a mere 
passive recipient of unsolicited orders. 


23 Respondents’ conversations with other people in the 
securities industry were no substitute for scientific 
data. Respondents make much of their talks with 
market makers. They never explain what led them to 
regard these gentlemen as experts in either the 
chemistry or the economics of contraception. 
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Their statements about the pill’s properties had no 
firmer foundation than their own faith in Hausner. 
Moreover, respondents were businessmen recommending 
an investment. This meant that economic factors were 
at least as important as purely scientific considerations. 
Basic to Interamerican’s claimed investment merits was 
the premise that is pill was not only better—but 
cheaper—than those made by others.** 


Yet respondents never had any cost data of any sort. It 
would seem that Hausner, who though no scientist was 
an accountant, should have been able to furnish cost 
accounting information that would have lent at 

least some semblance of verification to the claimed 
economies. But respondents point to nothing along that 
line. 


Indeed, respondents do not claim that they ever re- 
ceived a single scrap of paper from Hausner that tended 
to support any of his flamboyant claims. All they got 
from him and from Interamerican was talk. Respon- 
dents’ dealings with Hausner and with Interamerican 
were at a pre-literate level.?* 


Thus, for example, respondents do not claim that Hausner 
ever showed them any correspondence with either the 
United Nations or the World Health Organization. Nor 
do they assert that he ever referred them to anyone 
at either organization who could confirm his claims 
about their alleged interest in his magical contra- 
ceptive. It seems to us that reasonable businessmen 
would have realized that it was rather unlikely that 
either the United Nations or the World Health Or- 
ganization would suddenly develop a passionate 
concern with the unknown product of an obscure com- 
pany whose only claim to fame was its listing on 

the Calgary Stock Exchange.”* Checking was plainly 
called for. But no effort to check was ever made. 


The conversational investigation that respondents 
consider adequate did not begin to approach the stan- 
dards laid down by the Court of Appeals for the Second 
Circuit in Hanly v. S.E.C 2” The court there 

held that: 


“Brokers and salesmen are under a duty to in- 
vestigate, and their violation of that duty brings 
them within the term ‘willful’ in the Exchange 
Act. Thus, a salesman cannot deliberately ignore 
that which he has a duty to know and recklessly 
state facts about matters of which he is ignorant. 
He must analyze sales literature and must not 
blindly accept recommendations made therein. 


“In summary, the standards ... are strict. He 
cannot recommend a security unless there is an 
adequate and reasonable basis for such recommen- 
dation. He must disclose facts which he knows and 
those which are reasonably ascertainable. By 

his recommendation he implies that a reasonable 
investigation has been made and that his 
recommendation rests on the conclusions based 
on such investigation. Where the salesman lacks 
essential information about a security, he should 
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disclose this as well as the risks which arise 
from his lack of information. 4 


“A salesman may not rely blindly upon the issuer 
for information concerning a company, although 
the degree of independent investigation which 
must be made by a securities dealer will vary 

in each case. Securities issued by smaller com- 
panies of recent origin obviously require more 
thorough investigation.” (Emphasis added.)** 


Respondents claim to have believed that Interamerican 
was about to flood the underdeveloped world with pills. 
But they made no serious effort to find out how 

this enormous output and the global sales effort to 
required to dispose of it were to be financed. Reason- 
able men would, we think, have questioned the 
adequacy of Interamerican’s resources to finance 

the grandiose visions that those resources were said 
to have funded or be funding. Respondents did not 
raise such questions. They do not claim that they 
ever asked to see a budget.”® 





2 In fact, Interamerican never made a single pill. Such 
pills as actually existed were made for it by unaffiliated 
independent contractors. 


28 Cf. Vickers, Christy & Co., 41 S.E.C. 182, 184 
(1962): “Casual interviews and a perfunctory telephone 
call. ..are not the stuff that reasonable investigations 
are made of.” 


26 It did not acquire that listing until May of 1966. By 
that time Nassar was already selling the stock. 


27 415 F.2d 589 (C.A. 2, 1969), affirming our decision in 
Richard J. Buck & Co., 43 S.E.C. 998 (1968). 


7° 415 F.2d at 595-597. 


See also M. G. Davis & Company, 44 S.E.C. 153, 157-158 
(1970) affirmed sub nom. Levine v. S.E.C., 436 F.2d 88 
(C.A. 2, 1971): John R. Brick, Securities Exchange Act 
Release No. 11763 (October 24, 1975), 8 SEC Docket 
240, 242: “Brick claims that he ‘unequivocally relied 
entirely on the statements and representations made to 
him by officers... of Thorne’. But this does not aid 
him. It hurts him because it shows his reckless dis- 
regard of the standards to which professionals in the 
securities business must adhere when they recommend 
the unknown securities of obscure issuers. ... The 
professional who does that is not an insurer. But he is 
under a duty to investigate and to see to it that 

his recommendations have a reasonable basis. * ** 
That reasonable basis was lacking here. Brick was ex- 
perienced in the securities business. Hence he must 
have known or should have known that he had no 
right to rely blindly on... Holmes’s [the issuer's 
controlling person's] uninhibited assertions ..., which 
provided no concrete information.” 


2° Hausner's confession (see n. 20 on pp. 8-9, supra) 
states that: “...Interamerican may not have sufficient 
funds to carry on its business. The company has not 
obtained any financing nor does it have any commitments 
32 con't. 




















Such meager written materials as the respondents 
had did nothing to support Hausner’s bombastic claims. 


Spangler and Nassar had the company’s 1966 and 1967 
annual reports, and the Teller firm had the 1967 
report. The 1966 report said virtually nothing about 
the company’s activities. And it expressly pointed 

out that “no immediate benefit ... can be expected” 
from them.*° While the 1967 report contained some 
optimistic misstatements about the pill, *' it made 

it clear that no sales of any kind had been made.*? 

It also showed that the company’s lumber and mining 
interests were undeveloped. 


Both reports had financial statements. But these con- 
sisted only of balance sheets and statements of 
deficit.** The December 31, 1966 balance sheet, con- 
tained in the 1967 report, listed “research and develop- 
ment” as an asset. However, that asset was carried 
at a munificent $27,099. This modest appraisal 

should have led the respondents to wonder about 

how much research Interamerican had actually done 
and about the actual scale of the company’s develop- 
mental endeavors.* 


The bulk of the reported assets of about $1.6 million 
was said to consist of “investments.” These carried at 
some $1.4 million represented the company’s interests 
in the oral contraceptive and in the Paraguayan 

lumber lease.*® But neither statement showed the under- 
lying assets represented by those investments. Nor did 
either have a profit and loss statement. 


No rational appraisal of Interamerican could be made 
on the basis of such sketchy materials.** Hence 
respondents had no adequate basis for their recommen- 
dations and their optimistic representations.*’ 


Significant in this connection is the fact that the 
respondents were not raising new capital for 
Interamerican. They were selling already outstanding 
shares in the trading market. So they must have known 
that their sales effort was of no direct aid to 
Interamerican.*® 


Spangler’s derelictions were exacerbated by 

his reckless failure to heed the clear warning 

signals uncovered by his own investigation. As 

far back as June 1966 he received from a Canadian 
broker, in response to his request for information 

on Interamerican, a letter which characterized it 

as “highly speculative and very hairy.” The letter 
went on to say that Interamerican “looks a little 
‘wild’ ... with iron ore, birth control pills, lumber, 
etc., etc. It has the slight odor of a deal that has 
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for financing. Prior statements by the company respect- 
ing € commitment for it to obtain financing neglected 
to state that Trust S.A. [a Panamanian corporation 
wholly owned by Hausner through which he controlled 
Interamerican] from which Hausner was to provide the 


, company with funds did not have sufficient resources 


to meet the claimed obligation. As of June 30, 1967 
Interamerican had only $42,370 in cash.” 


It would be most improper to charge respondents with 
actual knowledge of Interamerican’s true financial 
condition. But they were under a duty to delve into the 
subject before recommending the purchase of Inter- 
american’s stock. Their breach of that duty was 
culpable. 


3° It merely recited: “Negotiations are presently being 
carried on for the development and marketing in under- 
developed countries of the oral contraceptive drug, for 
the exploration of the lumber rights and to encourage 
the development of the iron ore reserves.” It went on 
to say that “your directors are cautiously optimistic 
that one or more of these ventures will be successfully 
developed ... within the next two years.” 


3" It referred to tests indicating the pill’s effective- 
ness, contracts for the distribution of the pill, and 

the expectation that facilities in Ireland for the pro- 
duction of over 2 million tablets per day will be avail- 
able by the end of May 1967. 


32 It stated that “it is expected that upon completion of 
clinical tests in the various areas indicated [Southeast 
Asia, Latin America and West Africa], [the birth control pill] 
will be approved for sale in such areas... and it is ex- 
pected that distribution of ... oral contraceptives will 
begin within the next few months.” 

33 Both statements show cumulative deficits of over 
$34,000. 


* The January 31, 1966 balance sheet in the 1966 report 
shows nothing at all for research and development. 


3° The January 31, 1966 investment figure reflected 
Interamerican’s interest in a company which owns the 
lumber lease and, indirectly, the oral contraceptive and 
“which has real estate holdings” and “engages in the 
sale [of]... chemicals.” Both balance sheets listed 
Interamerican’s mining interests in Bolivia at $39,892. 
and a pending application to prospect for oil in Paraguay 
(which had been filed in 1965) at the nominal sum of $100. 
3° True, the financial statements in question were certified. 
Hence they would normally carry a presumption of 
validity. But these statements were unconventionally 
fragmentary. They raised more questions than they 
answered. Any rational reader would have been alerted 
to the need for further inquiry. We note in this regard 
that the certifying accountant, who had been associated 
with Hausner, who was also a certified public accoun- 
tant, died during the proceedings. A June 30, 1967 
Statement prepared by another accountant listed 
Interamerican’s assets at only $147,221, a mere fraction 
(less than one-tenth) of the previously reported figure. 


3” See Cortlandt Investing Corporation, 44 S.E.C. 45, 
51-52 (1969); Shearson, Hammill & Co., 42 S.E.C. 
811, 830 (1965); JA. Winston & Co., Inc., 42 S.E.C. 
62, 65-66 (1964): Richard J. Buck & Co., 43 S.E.C. 
998, 1009 (1968), affirmed sub nom. Hanly v.S.E.C., 
415 F.2d 589 (C.A. 2, 1969): Crow, Brourman & Chatkin, 
Inc., 42 S.E.C. 938, 947-948 (1966). 


3° The record suggests, however, that it did much to aid 
Hausner and that respondents should have realized this. 
See n. 5 on p. 3. supra. 
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been fattened up with these glamorous sounding assets 
with probably the prime purpose of selling stock 

to the unsuspecting public.” And in March 1967, 
almost a year later, he received a letter from a person 
he describes as a “Hausner attorney” pointing to the 
need for reliable clinical results, and expressing a 

note of cautious optimism, while noting that a progress 
report as promised by Hausner was being awaited.*® 
We find, as did the administrative judge, that 
“Spangler's activity in Interamerican [stock] despite 
the warning signals ... [was] in utter disregard 

of the requirement for fair dealing between a broker- 
dealer and his customers.” 


Unlike the Spangler and Nassar firms, Teller, Inc. sold 
the stock for only a short period. Sales were made 

by it from May 5 to May 18, 1967. Teller himself 
was on vacation until May 12. In his absence the two 
Teller officials conducted an investigation of Inter- 
american. In telephone conversations on May 5 and 
May 8, Jenkins advised one of them that he was 
working on a report for Dreyfus that would recommend 
Interamerican stock, and outlined the substance of 
the report. And ‘a few days” after those conversa- 
tions the Teller firm received the report. 


Teller, Inc., strenuously urges that in these circum- 
stances it had every right to rely on what purported 
to be the research product of a highly prestigious 
and respected brokerage firm.*° There are many 
situations in which such an argument is valid. But 
this isn’t one of them. 


The record shows that in the telephone conversations 
cited above, Jenkins advised the Teller official 

that Interamerican was “not completely satisfied” 
with the tests conducted with respect to the pill, 

and that it “was going through further tests.” 
Moreover, Teller, Inc. had effected a number of sales 
by May 8. *' admittedly “a few days” before it re- 
ceived the Dreyfus report.*? In evaluating the 
adequacy of the investigation, Jenkin’s oral statements 
cannot be equated with those he made in a written 
report on the Dreyfus letterhead. 


And the Dreyfus report had no financial statements. 
Hence it could not supply a reasonable basis for the 
recommendations and the optimistic representations 
to customers.*? In any event, Teller, Inc. made price 
predictions and other statements (e.g., the pill 
would have to be taken only once a month, and the 
United Nations was interested in it) which went far 
beyond anything in the Dreyfus report.** 


In view of what has just been said, we find, as 
did the administrative judge, “© that the Spangler 





3° The letter stated: 


“The faster we can get reliable results from reliable 
clinical facilities (Class ‘A’ clinics) and clinical in- 
vestigators, the faster Interamerican can move into the 
sales ana income bearing stage. 


“To sum up, cautious enthusiasm and optimism appears 
to me to be the keynote and guideline. We are all await- 
ing Interamerican’s report on progress as promised 

by Oscar [/4ausner].” 
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*° The Teller firm also points to other materials that 
we have already held insufficiént earlier in this 
opinion. 





*' On that day it sold over 2,000 shares to eight customers, 
It effected one earlier sale to a customer, 100 shares on 
May 5. 


*2 The Dreyfus report was dated May 11, 1967. Because 
it was issued after Spangler and Nassar had effected 
most of their sales of Interamerican stock, they ob- 
viously could not have relied on it from those sales. 


*3 See Crow, Brourman & Chatkin, Inc., 42 S.E.C. 938, 
947-948 (1966): “In the absence of updated financial 
information, [the investment advisory report] furnished 
no basis for Sisk’s extravagant prediction. Indeed, since 
he did not or could not obtain current information, 
Sisk should have refrained from recommending the stock 
and cautioned the customer as to the risk involved 

in buying the stock without such information.” See also 
Cortlandt Investing Corporation, 44 S.E.C. 45, 51-52 
(1969): “Care in required of those engaged in the se- 
curities business who would place reliance upon market 
letters or other materials or information respecting a 
security which was prepared or supplied by another 
broker-dealer. ... Neither Cantor nor Reiter was 
furnished with reliable current financial data and in 
the absence of such data they were not warranted 

in accepting the self-serving statements of the issuer 
as an adequate verification of the representations and 
predictions in the Laird letters.” 


** The order for proceedings also alleges that the Teller 
respondents violated the antifraud provisions by failing 
to deliver securities to customers who had paid for them 
and by converting those customers’ funds to Teller, 
Inc.'s use. The administrative judge found that the 
alleged violations had not been established. Our review 
of the record leads us to agree with him. Extended 
discussion of the point is unnecessary. 


*® Respondents attack the manner in which he conducted 
the proceedings. We find no merit in these assaults. 
For example, Spangler and Nassar contend that the 
administrative judge improperly asked leading questions 
of witnesses called by Spangler, cross-examined Nassar 
and precluded a witness from giving testimony that may 
have been favorable to Nassar. But an administrative 
judge is no passive umpire in an athletic contest. He is a 
judicial officer actively engaged in the pursuit of justice. 
Hence it is proper for him to examine witnesses for the 
purpose of clarifying the record. Norman Pollisky, 43 
S.E.C. 852, 862 (1968). Cf N.L.R.B. v. Stackpole Carbon 
Co., 105 F.2d 167, 177 (C.A. 3, 1939), rehearing denied 
105 F.2d 179, cert. denied 308 U.S. 605. And he should 
do what he can to avoid undue inflation of the record. 
This means that he may properly preclude witnesses from 
giving irrelevant or repetitious testimony. Of course, he 
should not intervene to such an extent that he takes on 
the posture of an advocate. But our review of the record 
convinces us that the administrative judge did not overstep 
the bounds that confined him. Respondents were not 
prejudiced by any of his actions. He gave them a fair 
hearing. 
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and Nassar respondents and Teller, Inc. willfully 
violated the Securities Act's antifraud provisions 

4“ and those in the Exchange Act. *’ Those vio- 

lations “® were made even more serious than they 
would otherwise have been by respondent's reckless 
and wholly unwarrented price predictions.** Respondents 
knew that Interamerican had some 1,400,000 shares 
outstanding.®©° Yet Spangler and Nassar talked about a 
price of $100 a share. When they did that, they 

put a price tag of $140 million on Hausner’s unsupported 
dreams. Even when their price targets were much 
lower than that, respondents were capitalizing pure 
hope at fanciful figures. 


IV. FAILURE OF SUPERVISION 


A corporate broker-dealer’s president is responsible 

for seeing to it that the firm complies with all applicable 
requirements.®' And he retains that responsibility unless 
and until he reasonably delegates a particular 

function to another in the firm and neither knows 

not has reason to believe that such other person's per- 
formance is deficient.5? Here, the Teller officials 

first learned of Interamerican while Teller was on 
vacation. After the inadequate investigation previously 
described, those officials began to recommend the 
stock to customers. The administrative judge found that 
in Teller’s absence, one of the officials “supervised 

the firm's activities and operations.” No showing 
having been made of an improper delegation of those 
supervisory functions, our inquiry begins with 

Tellers return from vacation. 


As indicated earlier, Teller came back to the office on 
May 12, 1967. In his brief he tells us that “sales 

of Interamerican stock ... were not resumed 

until after he had completely reviewed the situation 
including the Dreyfus Report and Interamerican’s 
[1967] annual report.” But the Dreyfus report had 
no financial statements. Moreover, the financial in- 
formation in the 1967 annual report was grossly in- 
adequate and, together with the rest of the report, 
raised obvious “red flags” calling for restraint and 
further inquiry.** Yet, even though a reasonable 

basis was lacking, Teller permitted the Teller officials 
to continue to recommend Interamerican stock to 
customers. 
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The Spangler and Nassar respondents attack the form and 
content of the administrative judge's initial decision. 

It is argued that the decision fails to articulate with 
specificity the findings against each respondent and the 
basis of those findings; that it is structured unfairly, 
and through the juxtaposition of its findings it im- 
properly attributes to respondents the “admitted fraud 
of Hausner”; and that it contains general narrative 
declarations. These complaints are unpersuasive. The ini- 
tial decision gives a clear and detailed recital of the 
administrative judge's findings with respect to each 
respondent. Taken as a whole, it in no way imputes 
Hausner’s misdeeds to anyone else. Moreover, findings 
may be in narrative form. The specific ruling on each 
proposed finding need not be separately stated and 
numbered. It is enough to indicate the ruling “in some 
way.” Norman Pollisky, 43 S.E.C. 852, 862 (1968). 


See also N.LA.B. v. Sharples Chemicals, Inc., 209 
F.2d 645, 652-653 (C.A. 6, 1954). The administrative 
judge’s opinion was explicit enough to apprise each 
respondent of the basis for the decision. 


“6 Section 17(a). 
47 Section 10(b) and our Rule 10b-5 thereunder. 


“* In Teller, Inc.'s case the violations rest wholly on the 
doctrine of respondeat superior. But this is sufficient. 
The acts of the Teller officials were the acts of their 
firm. As the Court of Appeals said in Armstrong, 
Jones & Co. v. S.E.C., 421 F.2d 359, 362 (C.A. 

6, 1970), cert. denied 398 U.S. 958: “The Commission 
may properly sanction a broker-dealer for the willful 
acts of its agents...‘ The Armstrong, Jones court 
cited our holdings to this effect in Cady, Roberts & Co., 
40 S.E.C. 907, 911 (1961) and H.F. Schroeder & Co., 27 
$.E.C. 833, 837 (1948). See also Sutro Bros. & Co., 
41 S.E.C. 470, 479 (1963): “Registrant as a firm can 
only act through its employees and agents, and the 
willful violations of its employees in the course of their 
employment must be considered the willful violations 
of the firm.” The direct wrongdoing of the firm itself 
may be and often is minimal or even nonexistent. That 
has no bearing on the violation issue. But it is signifi- 
cant when we consider the quantum of remedial action 
called for. See p. 23, infra. 


“° Several years before the events that are here in issue 
we had said: “Predictions of very substantial price rises 
to named figures with respect to a promotional and 
speculative security of an unseasoned company cannot 
possibly be justified. In our experience such predic- 
tions have been a halimark of fraud.” Alexander Reid 
& Co., Inc., 40 S.E.C. 986, 991 (1962). This principal 
has been repeated in so many later cases that it is 
now axiomatic. See, e.g., Cortlandt Investing Corporation, 
44 S.E.C. 45, 50 (1969); John R. Brick. Securities 
Exchange Act Release No. 11763, n. 22 (October 24, 
1975), 8 SEC Docket 240, 246. Such predictions 

are inherently fraudulent. And this is one area in which 
respondents cannot shift all of the blame to Hausner. 


5° The 1967 annual report told them that. The 1966 report 
showed a somewhat lower number of shares 
outstanding. 


5! Alfred Miller, 43 S.E.C. 233, 240 (1966) John T. 
Pollard & Co., Inc., 38 S.E.C. 594, 598 (1958): 
Collins Securities Corporation, Securities Exchange Act 
Release No. 11766 (October 23, 1975), 8 SEC Docket, 
250, 256. 


52 See Barraco and Company, 44 S.E.C. 539, 541 (1971): 
Weston and Company, Inc., 44 S.E.C. 692, 694-5 
(1971): Collins Securities Corporation, supra. 


53 We are unable to discern any justification for Teller’s 
conclusion, following his return from vacation, that “a 
proper investigation into Interamerican had been made” 
in his absence, and his approval of the Teller officials’ 
“determination that Interamerican was suitable for recom- 
mendation to clients who sought speculative investments.” 
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Accordingly. we conclude that: 


(A) Teller failed to exercise reasonable supervision 
over the Teller officials with a view to preventing 
those of their violations that occurred after he 
returned from his vacation. 


(B) By reason of that failure he breached the duty 
to supervise that the Exchange Act imposed on him. 


V. THE PUBLIC INTEREST 


A. Generally* 
In a recent case we observed that: 


“Congress, in writing Section 15(b) of the 
Exchange Act, viewed past misconduct as the basis 
for an inference that the risk of probable future 
misconduct was sufficient to require exclusion 
from the securities business. Having been directed 
by the Act to draw that inference whenever 
our discretion leads us to consider it appro- 
priate, °° we must do so if the legislative 
aim is to be attained.”®’ 


When the past misconduct involves fraud, fidelity to 
the public interest requires us to be mindful of the 
fact that the securities business is one in which 
opportunities for dishonesty recur constantly ** 

and that this necessitates specialized legal 
treatment.®® 


Fraud is not fungible.© Its gradations and varieties 
are infinite. And the contexts in which it can be 
committed are many and varied.*' Hence in prescribing 
remedies for it, we must be heedful of “the facts 

and circumstances that differentiate one man’s case 
from another’s.”’® 


B. The Spangler Respondents 


The administrative judge concluded that the public 
interest calls for the exclusion of the Spangler respon- 
dents from the securities business. It is said that this 
is overly severe. We are told that Spangler has been 
in the business for many years, that this long history 
has been “free from violations,” and that his reputa- 
tion is excellent. 





** Section 15(b)(4)(E), formerly Section 15(b)(5)(E). 


5° Respondents point to the fact that many other brokers 
and dealers were also selling Interamerican stock. They 
maintain that our failure to act against those other firms 
and their associated persons estops us from proceeding 
against them. We disagree. To begin with, that conten- 
tion misconceives the nature of the instant proceedings. 
Respondents are not here because they sold Inter- 
american stock. They are here because they did so 
fraudulently and since we have no record before us that 
would permit us to appraise the conduct of the other 
people who sold Interamerican in the light of the 
governing legal standards, we cannot assume that such 
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other persons’ Interamerican, activities were also 
improper. But even if we could accept respondents’ 
implicit premise that everyone who sold Interamerican 
conducted himself as the respondents did, the resuit 
would be the same. On that score we adhere to and 
indeed consider axiomatic the views stated a generation 
ago in Lawrence R. Leeby, 13 S.E.C. 499, 511 (1943) 
where the Commission said: 


“Under no circumstances ...can he claim the existence 
of a general reprehensible practice to insulate himself 
from the effects of conduct which he knew or should 
have known operated as a fraud.” 


5° Citing A. J. White & Co., Securities Exchange Act 
Release No. 10645, pp. 5-6 (February 15, 1974), 

3 SEC Docket 550, 551-552; Foelber-Patterson, Inc., 
12 S.E.C. 330, 336 (1942). 


5? Arthur Lipper Corporation, Securities Exchange Act 
Release No. 11773 (October 24, 1975), 8 SEC Docket 
273, 281. 


58 See Archer v. S.E.C., 133 F.2d 795, 803 (CA. 8, 
1943), cert. denied 319 U.S. 767; Hughes v. S.E.C., 
174 F.2d 969, 975 (C.A.D.C., 1949). 


58 As pointed out in Arthur Lipper Corporation, Securities 
Exchange Act Release No. 11773, n.71 (October 24, 
1975), 8 SEC Docket 273, 286, the Archer and Hughes 
cases cited in the proceding footnote so hold. Were that 
not so, there would be no need for the Exchange Act or 
for any of the other federal securities statutes. Failure 
to appreciate the special character of securities regulation 
vitiates the Nassar respondents’ reference to the section 
of the Administrative Procedure Act, 5 U.S.C. § 558(c), 
which states that “the withdrawal, suspension, revoca- 
tion, or annulment of a license is lawful only if, before 
the institution of agency proceedings therefor, the licensee 
has been given—(1) notice by the agency in writing of 
the facts or conduct which may warrant the action: 
and (2) opportunity to... achieve compliance with all 
lawful requirements.” The Nassar respondents blithely 
overlook the fact that the very sentence on which they 
rely begins with the clause “Except in cases of 
willfulness or those in which public... interest... 
requires otherwise...” A remedial broker-dealer pro- 
ceeding under the Exchange Act falls within both 
exceptions. Richard N. Cea, 44 S.E.C. 8, 21 (1969). 
The contention that the misconduct here involved was 
not willful is frivolous. The extract from the Second 
Circuit's opinion in Hanly v. S.E.C., 415 F.2d 589, 
595-596 (1969) reproduced on p.11 makes this clear. 


8° See Robert F. Lynch, Securities Exchange Act Release 
No. 11737, n. 17 (October 15, 1975), 8 SEC Docket 
75, 78. 


®*' Cf. Cady, Roberts & Co., 40 S.E.C. 907, 911 n. 12 
(1961) where speaking through then Chairman Cary we 
commented that: “It might be said of fraud that age can- 
not wither, nor custom stale its infinite variety.” 


*? Robert F. Lynch, Securities Exchange Act Release 


No. 11737, n. 17 (October 15, 1975), 8 SEC Docket 
75, 78. 
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These generalities are of little moment when measured 
against the extremely concrete and the extremely de- 
pressing record before us. As the administrative law 
judge said: 


“Spangler deliberately ignored facts and 
warnings which he had a duty to know and took 
advantage of persons who had confidence in him 
because of his apparent expertise in the securi- 
ties business. His use of misleading literature, 

83 his outrageous price predictions and his ini- 
tiation of misrepresentations are among the 
many activities which are the basis for 
concluding ... that Spangler is not ... suited 
... to... the securities business.” 


Spangler’s case is not one of isolated indiscretion 

or momentary lapse from grace. His Interamerican 
activities lasted for almose a year. That was 

more than enough time in which to ask some skeptical 
questions and to insist on at least a little documen- 
tation. A reasonable securities dealer sensitive 

to his obligation to deal fairly with his customers 
would have done so. Spangler didn’t. 


Reading the record as favorably to Spangler as we 
possibly can, we see a childlike credulity, an almost 
incredible naivete, a total indifference to prosaic 

and disconcerting facts, and a marked propensity to 
embroider the misrepresentations made to him by others 
with embellishments of his own devising. To permit 
such a person to continue in the securities business 
would be to expose investors to undue risks. More- 
over, this is not Spangler's first disciplinary dif- 

ficulty. He has been in trouble before. 


Not long ago the National Association of Securities 
Dealers, Inc. (“NASD”) expelled Spangler, Inc. 

from membership. At that time the Association also 
barred Spangler himself from association with any 

of its members in a -principal, managerial or super- 
visory capacity.®* These actions-to which Spangler and 
his firm consented without admitting or denying the 
allegations against them were based on findings 

that they had: 


(A) Made an unauthorized sale of a security to a 
customer's account; and 


(B) Failed to comply with our net capital rule.® 
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But this does not mean that every respondent in a multi- 
respondent case has a right to a wholly independent 
trial in a proceeding that revolves entirely around him. 
Hence we see no substance to respondents’ claims of 
prejudice by reason of the consolidation of their causes. 
Common issues of fact and law were present that 
warranted consolidation. A jury might perhaps have 
been prone to impute the wrongdoing of one respondent 
to another. But there was no jury here. The case was 
heard by a legally trained and a judicially oriented deci- 
sional officer. Clinton Engines Corporation, 41 S.E.C. 
408, 411 (1963). And as Clinton Engines Corporation 
pointed out, his evaluation is reviewable by us and by 
the courts. 


*3 The administrative judge found that Spangler’s sales 
pitch involved the use of an article in a tabloid “which 
screams in a large headline (72 point Heavy Gothic Type) 
‘BIRTH CONTROL PILLS PREVENT CANCER!” The ad- 
ministrative judge then observed: “The... article dis- 
cusses reported results of experimentation with birth 
contro! pills, and some asserted physica! as well as 
psychological advantages to women using the pill. 
However, no mention is made of the Interamerican 
pill or of its chemical formula. Moreover, if a pro- 
spective investor took the time to read and analyze the 
text he would conclude that it does not support the 
headline. Another item in Spangler’s binder was a 
photostat from an ...issue of Coronet Magazine's 
condensation of a book entitled ‘Feminine Forever’... . 
The article discusses research which indicated to the 
author the effectiveness of birth control pills in con- 
nection with menopause and feminine sexuality. No 
mention is made of Interamerican’s pill or of its 
formula.” (Emphasis added.) 


* The need for this was heightened by Hausner's 
peculiar behavior which should have led even a novice 
(let alone, an experienced professional, like Spangler) 
to suspect that Hausner was much more interested in 
selling stock than in selling pills. Significant in this 
regard is Spangler’s own testimony that Hausner made 
so many collect telephone calls to him that he eventually 
refused to accept them. 

8° NASD District No. 11, Complaint No. P-371. 

®° Rule 15c3-1 under the Exchange Act promulgated 
pursuant to the authority vested in us by Section 15(c)(3) 
of the Exchange Act. 

The Spangler respondents had a history of net capital 
violations. Back in 1966 the NASD censured them for a 
net capital violation. NASD District No. 11, Complaint 
No. P-293. Some time thereafter another net capital 
violation led to a second censure as well as a fine. 
That case was appealed to us. And we affirmed the 
NASD’s action. Richard C. Spangler, Inc., 43 S.E.C. 
1093 (1969). The net capital violation there involved 
grew out of our suspension of trading in Interamerican’s 
stock. That suspension mandated the exclusion of 
Spangler, Inc.'s 4,580 shares of Interamerican for net 
capital purposes because those shares were no longer 
readily convertible into cash. In the administrative 
judge's view it was improper to take that action into 
account for purposes of this case. As he put it, “that 
disciplinary action resulted from the Commission's 
suspension of trading in Interamerican shares, and 
inasmuch as these respondents apparently have atoned 
or ‘paid the penalty’ for that violation, it seems in- 
appropriate to consider it as a matter in the public 
interest in a preceeding involving trading in inter- 
american shares.” We disagree. True, the proceeding 
that we dealt with in 1969 also involved Inter- 
american. But it had nothing else in common with 
the instant case. The 1969 proceeding did not involve 
the Spangler respondents’ selling practices. It grew out of 
their recklessness in committing an imprudently large 
portion of the firm’s capital to so unseasoned and so 
speculative a security as Interamerican. That practice 
exposes investors to undue risks. Prudent securities 
dealers refrain from it. And our net capital rule is meant 
to inhibit it. See 1.8. Securities Corporation, 42 

S.E.C. 885, 892 (1966). 
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The NASD's expulsion of Spangler, Inc. has for all 
practical purposes removed that firm from the secu- 
rities business. Nevertheless, its broker-dealer 
registration is still in effect. And some action on 
our part is needed to terminate that registration. 


In these circumstances we find revocation the appro- 
priate course. Spangler, Inc.'s misconduct was 
serious, pervasive, and protracted. 


As for Spangler himself, the NASD’s action has left 
him free to continue in the business in a supervised 
capacity. We think it essential to terminate that 
freedom. Spangler's derelictions here were of a 
nonmanagerial character. What he did was to sell 
fraudulently and to do so in a fashion peculiarly 
gross and wholly inexcusable. Supervision is no 
cure for dishonesty of that sort. We think the like- 
lihood of future misconduct on Spangler’s part 
sufficient to require that he be barred from any 
sort of association with any broker or dealer.®’ 


C. The Nassar Respondents 


Nassar’s case is by no means on all fours with 
Spangler’s. There are distinctions.** Nassar did not have 
some of the warnings that Spangler had.** Nor does he 
have Spangler’s prior history of misconduct. 


But these distinctions are outweighed by the simila- 
rities between the two cases. Like Spangler, Nassar 
was wholly indifferent to the boundaries that separate 
fact from fiction, naively credulous, and prone to 
embroider on the falsehoods with which Hausner fed 
him. In Nassar’s case, as in Spangler’s, we deal with 
a high-pressure sales effort that lasted for a long 
time, was unsupported by any semblance of an ade- 
quate foundation, and was characterized by grossly 
reckless price predictions.’° 


Hence we are unable to take a sanguine view as 
to the prospect of Nassar’s future honesty.”' 

To permit one so prone to irrational euphoria and 
blatant exaggeration to continue to meddle with 
other people’s money would be contrary to the 
public interest. Like the administrative judge, 

we conclude that Nassar and his firm must be ex- 
cluded from the securities business. 


D. The Teller Respondents 


The case as to the Teller respondents stand on 

a different footing from that involving the other 
respondents before us. Of course, the administrative 
judge recognized that. in his initial decision he 
concluded that a 50-day suspension was sufficient. 
Teller, inc. subsequently applied for the withdrawal 
of its broker-dealer registration. 


The Teller officials who sold Interamerican stock 
fraudulently are no longer with the firm. And 

Teller, who owned virtually all of the firm’s stock, 
made no fraudulent representations himself. His dere- 
liction stems solely from a failure to supervise. 


He was not responsible for the Teller officials’ 
unwarranted decision to recommend Interamerican 
stock. That decision was made while he was away. 
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But he did fail to take appropriate steps after his 
return to halt such recommendations. Nevertheless, 
the administrative judge thought that Teller, who has 
been in the securities business for more than a quarter 
of a century, was “sufficiently intelligent and con- 
scientious to establish adequate and effective supervisory 
procedures.” He also concluded that Teller could 
“conduct the business of a broker-dealer in a manner 
which will serve the public fairly.” 


Under all the circumstances, including the purely vi- 
carious nature of Teller, Inc.'s liability and the 

fact that Teller’s misconduct was limited in extent 
and brief in duration, we think it consistent with 
the public interest to permit Teller, Inc. to withdraw 
its registration and to censure Teller. 


Vi. CONCLUSION” 


An order will issue: 





®? When we deal with these matters, we must weigh 
the effect of our action or inaction on the welfare 

of investors as a class and on standards of conduct in 
the securities business generally. If these proceedings are 
to be truly remedial, they must have a deterrent effect 
on others in the business who may otherwise be 
tempted to succumb to the lethal admixture of mindless 
enthusiasm and overweening greed that so often brings 
fraud and deceit in its wake. Compare Arthur Lipper 
Corporation, Securities Exchange Act Release No. 
11773 (October 24, 1975), 8 SEC Docket 273, 281. 


°° But the case against the Nassar respondents has been 
well established by “the reliable, probative, and sub- 
stantial evidence” that the Administrative Procedure 
Act requires. 5 U.S.C. § 556(d). They say that this 
evidence is not “clear and convincing.” We think it is. 
But the important thing is that the “clear and con- 
vincing”™ standard is inapplicable. A preponderance of the 
evidence is sufficient. See M. V. Gray /nvestments, 
Inc., 44 S.E.C. 567, 575 (1971): Norman Pollisky, 

43 S.E.C. 852, 861 (1968). 


®° See p. 14, supra. 


7° Nassar was involved with Interamerican for an even 
longer period than Spangler was. 


7! That is the crucial factor in cases of this type. See 
Leo Glassman, Securities Exchange Act Release No. 
11929, n. 16 (December 16, 1975), 8 SEC Docket 735, 
737; Foelber-Patterson, Inc., 12 S.E.C. 330, 336 (1942). 
But as pointed out in n. 67, supra, we must also be 
mindful of the deterrent effect on others. 


72 Respondents raise a host of procedural contentions. 
Many of them have been discussed at various points 
in this opinion. Others have not been dealt with ex- 
pressly. Our failure to address ourselves to a particular 
contention does not mean that we have ignored it. All 
issues raised have been carefully considered. The ex- 
ceptions to the initial decision are overruled or sustained 
to the extent that they are inconsistent or in accord 
with the views expressed in this opinion. P 











iS 
‘ter 


ory 


er 


5, 
2). 


ar 
sll 


a 





(A) Revoking the registrations of Spangler, Inc. and 
Nassar, Inc. as brokers and dealers: 


(B) Expelling Nassar, Inc. from membership in the 
NASD; 


(C) Barring Spangler and Nassar from association with 
any broker or dealer; 


(D) Granting Teller, Inc.’s request for the withdrawal 
of its registration; and 


(E) Censuring Teller. 

By the Commission (Commissioners LOOMIS, EVANS 
and SOMMER); Chairman HILLS and Commissioner 
POLLACK not participating. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12104/February 12, 1976 


Admin. Proc. File Nos. 3-1950, 3-1951 
and 3-1952 


In the Matter of 


RICHARD C. SPANGLER, INC. 
91 Central Square 

Pittsburgh, Pennsylvania 

(8-8876) 

RICHARD C. SPANGLER, JR. 


NASSAR AND CO., INC. 
301 Fifth Avenue Building 
Pittsburgh, Pennsylvania 
(8-12746) 

GEORGE M. NASSAR 


ALBERT TELLER AND CO., INC. 
123 South Broad Street 
Philadelphia, Pennsylvania 

(8-9578) 

ALBERT TELLER 


ORDER IMPOSING REMEDIAL SANCTIONS 


On the basis of the Commission's opinion issued 
this day, it is 


ORDERED that the registrations as brokers and dealers 
of Richard C. Spangler, Inc. and Nassar and Co., Inc. 
be, and they hereby are, revoked; and it is further 


ORDERED that Nassar and Co., Inc. be, and it hereby 
is, expelled from membership in the National Association 
of Securities Dealers, Inc.; and it is further 


ORDERED that Richard C. Spangler, Jr. and George M. 
Nassar be, and they hereby are, barred from association 
with any broker or dealer; and it is further 


ORDERED that the registration as a broker and dealer 
of Albert Teller and Co., Inc. be and it hereby is, 
withdrawn; and it is further 


ORDERED that Albert Teller be, and he hereby is, 
censured. 


By the Commission 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 19376/February 6, 1976 


In the Matter of 


THE POTOMAC EDISON COMPANY 
Hagerstown, Maryland 


(70-5762) 


ORDER AUTHORIZING PROPOSED TRANSACTIONS 

RELATED TO FINANCING OF POLLUTION CONTROL 
FACILITIES AND GRANTING EXCEPTION FROM COM- 
PETITIVE BIDDING 


The Potomac Edison Company (“Potomac”), an electric 
utility subsidiary company of Allegheny Power System, 
Inc., a registered holding company, has filed an 
application-declaration and amendments thereto with 
this Commission pursuant to Sections 9, 10 and 12 of 
the Public Utility Holding Company Act of 1935 (“Act”) 
and Rule 50 promulgated thereunder regarding the 
following proposed transactions. 


Potomac states that in order to comply with West 
Virginia's air quality standards regarding particulate 
emissions, it must construct and install certain air 
pollution control equipment (“pollution contro! equip- 
ment”) at Unit No. 1 of its Albright generating station, 
located in Preston County. The pollution control equip- 
ment, the total cost of which is estimated not to exceed 
$2,800,000, has already been substantially completed. 
As of December 31, 1975, Potomac had incurred con- 
struction costs ‘of about $2,600,000. Potomac intends 
to recover these construction costs and to defray future 
completion costs by entering into certain contractual 
arrangements with the Preston County Commission 
(“County Commission”), which will provide financing 
by issuing one or more of its tax-exempt Pollution 
Control Revenue Bonds (“Bonds”) to the Mercantile- 


SEC DOCKET/1269 





Safe Deposit & Trust Company of Baltimore, Maryland 
(“Mercantile”). 


Potomac proposes to enter into a Purchase Agreement 
with the County Commission whereby Potomac will sell 
the pollution control equipment, as completed or still 
under construction, together with adjoining land 
(collectively, the “pollution control facilities”) to the 
County Commission. In exchange, Potomac will receive 
cash in an amount equal to the book cost at the closing 
date of the pollution control facilities so conveyed. In 
addition, to the extent the pollution control equipment 
is unfinished at the closing date, Potomac will com- 
plete the construction on behalf of the County Com- 
mission and will be reimbursed for the costs of 
completion as they are incurred. Although title to the 
pollution control facilities will be vested in the County 
Commission, Potomac will retain the right to possess 
and operate them and will remain responsible for 
maintenance and taxes. 


It is further intended that the County Commission will 
issue the Bonds to Mercantile, pursuant to a trust 
indenture (“Indenture”) between the County Commission 
and Mercantile, as Trustee, in an amount, not to exceed 
$2,800,000, sufficient to cover the total cost of the 
completed pollution control facilities plus transaction 
costs. If the proceeds derived from the sale of the Bonds 
are insufficient to meet the total cost of the pollution 
control facilities, however, Potomac will complete the 
construction at its own expense. It is contemplated 
that the Bonds will have a term of approximately ten 
years, from the closing date to a date not later than 
March 15, 1986, and will bear interest, payable 
quarterly, at a fluctuating rate (“Rate”) based on the 
prime rate (the rate in effect for 90 day loans to com- 
mercial borrowers of substantial size and highest 
credit standing) offered by the Chemical Bank of New 
York (“Prime Rate”). It is proposed that the Rate, which 
will be determined on the closing date and thereafter, 
will be 5% when the Prime Rate is 7%, and will fluctuate 
each calendar month by one-half of any change in the 
Prime Rate from 7%. The proposed Indenture provides 
for a sinking fund pursuant to which $63,650 principal 
amount of the Bonds will be redeemed quarterly to 
maturity, such payments to comence March 1, 1976. 


It is further proposed that Potomac will reacquire the 
pollution control facilities by paying a purchase price 
sufficient to pay the principal of and interest on the 
Bonds and any reasonable transactional expenses in- 
curred by the County Commission, in quarterly install- 
ments equal to and concurrent with such amounts as 
are due from the County Commission to Mercantile 
under the Indenture. Title to the pollution control facilities 
will vest in Potomac after retirement of the Bonds and 
payment of all additional amounts due or to become due. 


The proceeds from the sale of the Bonds will be de- 
posited initially with the Trustee and will be applied 
to acquire, construct and install the pollution control 
facilities. Potomac states that the proceeds it receives 
from the sale of the pollution control facilities will be 
added to its general funds to reimburse its treasury for 
expenditures made to construct and install the pollution 
control equipment and are expected to be used: (1) to 
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complete construction of tha pollution control equip- 
ment; (2) to pay fees and expenses associated with the (ge )AL! 


proposed transactions; (3) to pay or prepay Outstanding 
short-term loans, presently estimated to be about 
$15,000,000 at the closing date; and, to the extent of 
any balance, (4) to defray costs of Potomac’s con- 
struction program. 


Potomac states that it desires to consummate the pro- 
posed transactions because it has been advised that 
the cost of tax-exempt financings of this type will 

be substantially lower than that for similar financings 
which are not tax-exempt. Further, Potomac requests 
that the execution of the Purchase Agreement be ex- 
cepted from the competitive bidding requirements of 
Rule 50 on the basis that such requirement would be 
inappropriate and unnecessary in the public interest. 


The record is incomplete as to the fees and expenses 
to be incurred by Potomac in connection with the pro- 
posed transactions. The West Virginia Public Service 
Commission has authorized the proposed transactions. 
No other state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transactions. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 19258), and no 
hearing has been requested of or ordered by the Com- 
mission. Upon the basis of the facts in the record, it is 
hereby found that the applicable standards of the Act 
and the rules thereunder are satisfied and that no ad- 
verse findings are necessary; and that it is appropriate 
in the public interest and in the interest of investors 
and consumers that said application-declaration, as 
amended, be granted and permitted to become effective. 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended, be, and it hereby is, granted 
and permitted to become effective forthwith, subject 
to the terms and conditions prescribed in Rule 24 
promulgated under the Act and subject to the reservation 
of jurisdiction herein contained. 


IT iS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to the fees and expenses 
to be incurred by Potomac in connection with the 
transactions proposed in this proceeding. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT 
OF 1935 
Release ".. 19377/February 6, 1976 


In the Matter of 
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NA ALLEGHENY POWER SYSTEM, INC. 


New York, New York 
(70-5749) 


SUPPLEMENTAL ORDER AUTHORIZING EXTENSION 
OF TIME WITHIN WHICH TO SELL COMMON STOCK 


Allegheny Power System, Inc. (“APS”), a registered 
holding company, has filed with this Commission a 
post-effective amendment to its declaration, previously 
filed and amended in this matter, pursuant to Sections 
6(a) and 7 of the Public Utility Holding Company Act of 
1935 (“Act”) and Rules 24(c)(3) and 50 promulgated 
thereunder regarding the following proposed trans- 
action. 


By order dated December 1, 1975 (HCAR No. 19273), 
the declaration filed by APS in this matter, as amended, 
tted to become effective, thereby authorizing 

APS to issue and sell up to 3,500,000 shares of its 
authorized and unissued common stock, par value 
$2.50 per share (“additional common stock’), at com- 
petitive bidding on or about December 2, 1975. On 
December 9, 1975, because of market conditions, APS 
postponed the offering to February 1976. 


APS now proposes that it will invite bids for the addi- 
tional common stock on or about February 9, 1976, and 
that the bidding will take place on February 19, 1976, 
or as soon thereafter as possible. APS intends to use 
the proceeds from the sale of the additional common 


« stock to repay outstanding short-term bank loans, 


‘now estimated to be about $31,000,000 when the 


~ additional common stock is issued, and to acquire the 


common stock of, and to make capital contributions 
to, APS’ operating subsidiaries. 


ltis now estimated that the total fees and expenses to be 
incurred by APS in connection with the proposed 
transaction will be approximately $128,000, including 
legal fees of $20,000 and accountants’ fees of $10,000. 
Fees of counsel for the successful bidders, to be paid 
by the successful bidders, are now estimated to be about 
$20,000. 


Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the 
tules thereunder are satisfied and that no adverse 
findings are necessary: and that it is appropriate in the 
public interest and in the interest of investors and 
consumers that said declaration, as amended by the 
post-effective amendment, be permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended by said post-effective amendment, be, and 
it hereby is, permitted to become effective forthwith, 
subject to the terms and conditions prescribed in 

Rules 24 and 50 under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


() George A. Fitzsimmons 
a 


Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT 
OF 1935 
Release No. 19378/February 6, 1976 


In the Matter of 


PENNSYLVANIA ELECTRIC COMPANY 
Johnstown, Pennsylvania 15907 


(70-5764) 


ORDER AUTHORIZING PROPOSED AMENDMENT TO 
ARTICLES OF INCORPORATION TO INCREASE 
AMOUNT OF AUTHORIZED PREFERRED STOCK, 

TO AUTHORIZE PREFERRED STOCK WITHOUT 

PAR VALUE, AND TO RECLASSIFY PRESENTLY 
OUTSTANDING PREFERRED STOCK 


Pennsylvania Electric Company (“Penelec”’), an electric 
utility subsidiary company of General Public Utilities 
Corporation (“GPU”), a registered holding company. 
has filed a declaration and amendments thereto, with 
this Commission pursuant to Sections 6(a), 7 and 12(e) 
of the Public Utility Holding Company Act of 1935 
(“Act”) and Rules 62 and 65 promulgated thereunder 
regarding the following proposed transactions. 


Penelec proposes to amend its articles of incorporation 
(“articles”) to (1) increase its authorized preferred 

stock, presently consisting of 1.435,000 shares, par 
value $100 per share, to 11,435,000 shares without 
par value and with a maximum aggregate stated value 
of $250.000,000, and (2) reclassify each of its presently 
outstanding shares of preferred stock into shares without 
par value and with a stated value of $100.00 per share. 
It is stated that the proposed reclassification will not 
affect the dividend, liquidation, voting or other rights 

of the holders of outstanding shares of the preferred 
stock. The proposed amendment to the articles will pro- 
vide that each share of the preferred stock will have 
such voting rights as is proportionate to the ratio of 

(i) the stated value of such share to (ii) the stated value 
of all shares of Penelec preferred stock then outstanding. 
It is further provided in the proposed amendment that 
the stated value of each share of the preferred stock 

will be equal to the capital furnished to Penelec for 

such share and will also be equal to such share’s 
preferential claim in the event of Penelec’s involuntary 
liquidation. 


Under the articles, as proposed to be amended, Penelec 
will propose a stated value of a new series of its pre- 
ferred stock at the time Penelec proposes to issue 

and sell such a series. The stated value set for each 
series will be subject to approval by this Commission. 
Penelec understands that the Commission has not indi- 
cated its approval in this proceeding to the future 
issuance of additional preferred stock of any particular 
stated value. 


By order dated January 8, 1976 (HCAR No. 19336) 
issued in this proceeding, Penelec was authorized to 
solicit proxies from its preferred and common stock- 
holders to be used at a special meeting of preferred and 
common stockholders to be held on February 6, 1976. 
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for the purpose of obtaining stockholder approval for 
the foregoing proposals through the use of proposed 
proxy soliciting material. The proposed amendments 

to the articles require the favorable vote, as a class, of 
the holders of a majority of the total number of out- 
standing shares of Penelec’s preferred stock. The pro- 
posed amendments to the articles a!so require the 
favorable vote of the holder of Penelec’s common stock. 
GPU, the holder of all the outstanding Penelec common 
stock, has advised Penelec that it intends to vote the 
outstanding common stock in favor of the proposed 
amendments. Penelec states that it has received a 
sufficient number of proxies in favor of the proposal 

to adopt the proposed amendments. 


The Pennsylvania Public Utility Commission has 
authorized the proposed reclassification of the Penelec 
preferred stock. No other state commission and no 
federal commission, other than this Commission, has 
jurisdiction over the proposed transactions. 


Due notice of the filing of said declaration has been given 
in the manner prescribed in Rule 23 promulgated under 
the Act (HCAR No. 19336), and no hearing has been re- 
quested of or ordered by the Commission. Upon the 
basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said declaration, as amended, be permitted to 
become effective: 


IT iS ORDERED. pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended, be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT 
OF 1935 
Release No. 19379/February 9, 1976 


SECURITIES ACT OF 1933 
Release No. 5684/February 9, 1976 


— UTILITY HOLDING COMPANY ACT OF 
5 

Release No. 19380/February 9, 1976 

In the Matter of 
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‘ 
MISSISSIPPI POWER COMPANY 
Gulfport, Mississippi 

















(70-5784) 





ORDER APPROVING ISSUE AND SALE OF FIRST 
MORTGAGE BONDS AT COMPETITIVE BIDDING ! 


Mississippi Power Company (“Mississippi’’), a public- 
utility subsidiary company of The Southern Company, 
a registered holding company, has filed a declaration 
and amendments thereto with this Commission pur- 
suant to Sections 6(a) and 7 of the Public Utility Holding 
Company Act of 1935 (“Act’’) and Rule 50 promulgated 
thereunder as applicable to the proposed transaction. 


Mississippi proposes to issue and sell, subject to the 
competitive bidding requirements of Rule 50, up to 
$25,000,000 principal amount of its First Mortgage 
Bonds, % Series ("New Bonds”) to mature not 
more than 30 years and not less than 5 years, such 
maturity date to be determined and prospective bidders 
notified not less than 72 hours prior to the time of 
bidding. The price of the New Bonds (which will be not 
less than 98% nor more than 102-3/4% of the principal 
amount thereof) will be determined by competitive 
bidding. The New Bonds will be issued under an In- 
denture dated as of September 1, 1941, as heretofore 
supplemented and to be further supplemented by a 
Supplemental Indenture (“Indenture”) to be dated as of 
February 1, 1976, which contains a prohibition until 
February 1, 1981, against refunding the issue with the 
proceeds of funds borrowed at a lower effective 
interest cost. 





Mississippi proposes in 1976 to use the proceeds from 
the sale of the New Bonds together with (1) cash con- 
tributions to capital of $10,000,000 by The Southern 
Company during 1976 which will be the subject of a 
subsequent statement on Form U-1, (2) funds to be 
provided through the issuance of tax exempt revenue 
bonds by various governmental authorities for con- 
struction of certain pollution control facilities which 
will be the subject of subsequent statements on 
Form U-1, and (3) cash on hand in excess of operating 
requirements and interest and dividends, to finance its 
1976 construction program, to pay notes payable in 
the form of bank notes and commercial paper notes 
incurred for such purpose. 


The fess and expenses to be paid by Mississippi in 
connection with the proposed transaction are estimated 
at $127,000, including legal fees of $23,000 and ac- 
counting fees of $28,000. The fee of counsel for the 
purchasers of the bonds is estimated at $13,000 and 
is to be paid by the successful bidders. It is stated that 
no State commission and no Federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction. 


Due notice of the filing of said declaration has been 

given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19343), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 












“thereunder are satisfied anc that no adverse findings 


ppjare necessary; and that it is appropriate in the public 
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interest and in the interest of investors and consumers 
that said declaration, as amended, be permitted to 
become effective: 


iT iS GROERED, pursuant to the appiicabie provisions 
of the Act and rules thereunder, that said declaration, 

as amended, be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Release No. 19381/February 10, 1976 


In the Matter of 


THE SOUTHERN COMPANY 
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D iderea, Georgia 30346 


ALABAMA POWER COMPANY 
P.O. Box 2641 
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GULF POWER COMPANY 
P.O. Box 1151 
Pensacola, Florida 32502 


MISSISSIPP! POWER COMPANY 
P.O. Box 4079 
Gulfport, Mississippi 39501 


(70-5801) 


NOTICE OF PROPOSED ISSUE AND SALE OF SHORT- 
TERM NOTES TO BANKS AND DEALERS IN COMMER- 
CIAL PAPER; EXCEPTION FROM COMPETITIVE 
BIDDING 


NOTICE IS HEREBY GIVEN that The Southern Company 
(“Southern”), a registered holding company, and three of 
its wholly owned electric utility subsidiary companies, 
Alabama Power Company (“Alabama”), Gulf Power 
Company (“Gulf”) and Mississippi Power Company 
("Mississippi") have filed an application-declaration pur- 
suant to the Public Utility Holding Company Act of 1935 
(“Act”) designating Sections 6(a), 6(b), 7 and 12 of the 
Act and Rules 45 and 50 promulgated thereunder as ap- 

— to the proposed transactions. All interested per- 

4sons are referred to the application-declaration, which is 

* summarized below, for a complete statement of the pro- 

posed transactions. 





Southern, Alabama, Gulf and Mississippi propose to bor- 
row from banks and to issue and sell commercial paper 
from time to time on or before March 31, 1977 in the fol- 
lowing maximum aggregate principal amounts: 


Company Amount of Proposed Borrowing 
Southern $ 65,000,000 
Aiabama 425,000,000 
Gulf 65.000.000 
Mississippi 68,000,000 


Banks within the states of Alabama, Florida and Missis- 
sippi (“local banks”) have made commitments to lend to 
Alabama, Gulf and Mississippi respectively, up to certain 
amounts which will be filed by amendment. Any addi- 
tional bank borrowings by Alabama, Gulf or Mississippi 
will be from banks located outside the state in which 
each company operates. Such banks and the maximum 
amount to be borrowed from each will be filed by 
amendment. No such commitments have been made 
to Southern. 


Southern (HCAR No. 18924), Alabama (HCAR No. 
18923) and Gulf and Mississippi (HCAR No. 18901) 
have authority to effect short-term borrowings on or be- 
fore March 31, 1976 in excess of the amounts allowed 
by the first sentence of Section 6(b) of the Act. It is esti- 
mated that as of March 31, 1976 Alabama and Gulf will 
have, respectively, $66,500,000 and $11,700,000 of 
short-term notes outstanding, and Southern and Missis- 
sippi will have no short-term notes outstanding. Thus, 
as of March 31, 1976, the outstanding short-term debt 
of each company will be within the limits permitted by 
Section 6(b). 


Alabama, Gulf and Mississippi propose that from and 
after the effective date of the Commission's order in this 
matter to March 31, 1977, the exemption be increased 
to permit the issuance and sale of the notes to banks and 
commercial paper notes up to the maximum aggregate 
principal amounts listed above. Southern proposes, un- 
less otherwise authorized by the Commission, that from 
and after the effective date of the Commission's order in 
this matter to the earlier of (1) March 31, 1977 or (2) the 
closing date of the proposed sale of interim notes (File 
No. 70-5797) or the sale of common stock (File No. 
70-5796), whichever last occurs, Southern be permitted 
to issue and sell such short-term notes up to the maxi- 
mum aggregate principal amount listed above. 


The bank borrowings will be evidenced by notes to be 
dated the date of the borrowing and to mature not more 
than one year after the date of issue (but in no event later 
than June 30, 1977) in the case of Southern and not 
more than nine months after the date of issue in the 
cases of Alabama, Gulf and Mississippi. Each note 
evidencing bank borrowing will bear interest at an effec- 
tive rate per annum in effect at the lending bank cus- 
tomary for companies similar to the applicants and wili be 
prepayable, in whole or in part, without penalty or pre- 
mium. Alabama, Gulf and Mississippi each maintain with 
the local banks from which borrowings will be made 
average daily operating balances adequate to meet the 
requirements of such banks in respect of their services 
to such companies. Although no arrangements have yet 
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been made as to borrowings from non-local banks, it 
may reasonably be expected that such banks will! require 
the maintenance of balances and/or fees in lieu of 
balances in respect of any such borrowings. If balances 
were to be maintained solely for the purpose of satisfying 
such a compensating balance requirement at the cur- 
rently prevailing rate of 20%, the effective interest cost of 
the related borrowings, based on the currently prevailing 
prime rate of 6.75%, would be 8.44% per annum. 


Southern, Alabama, Gulf and Mississippi also propose 
from time to time through March 31, 1977, to issue and 
sell commercial paper in the form of short-term promis- 
sory notes to dealers in commercial paper. The commer- 
cial paper notes wil! have varying maturities of not more 
than 270 days after the date of issue and will be sold in 
varying denominations of not less than $50,000 and not 
more than $5,000,000 and will not by their terms be pre- 
payable prior to maturity. The commercial paper will be 
sold directly to or through the dealers at a discount which 
will not be in excess of the discount rate per annum pre- 
vailing at the date of issuance for commercial paper of 
comparable qualities and like maturities. No commercial 
paper note will be issued having a maturity of more 
than 90 days at an effective interest cost which exceeds 
the effective interest cost at which the issues could bor- 
row from banks. 


Except for a commission not to exceed 1/8 of 1% per 
annum payable to the dealer in respect of commercial 
paper sold through the dealer as agent for the issuer, no 
commission or fee will be payable in connection with the 
issuance and sale of commercial paper. The dealer, as 
principal, will reoffer the commercial paper at a discount 
rate of 1/8% of 1% per annum less than the prevailing in- 
terest rate to the issuer. The commercial paper of the 
issuer will be reoffered to not more than 200 customers 
of the dealer identified and designated in a non-public 
list prepared in advance by the dealer. No addition will be 
made to such list of customers without the approval of 
the Commission. The names of the dealers are: The First 
Boston Corporation for Southern; Lehman Brothers Com- 
mercial Paper, Inc. for Alabama; and A. G. Becker & Co. 
Incorporated for Gulf and Mississippi. 


Southern, Alabama, Gulf and Mississippi further propose 
that each may from time to time borrow from the trust 
departments of commercial banks in lieu of borrowings 
or sales of commercial paper. Trust department borrow- 
ings will be made in each case pursuant to a master note 
agreement with the lending trust department and will 
bear interest at a rate or rates per annum equivalent to 
the rate currently charged by such trust department to 
other borrowers for similar borrowings, provided that 
such interest rate shall not exceed the discount rate cur- 
rently quoted from time to time on directly placed com- 
mercial paper of 90 to 180 day maturities issued by one 
or more financial credit companies as specified/in the 
applicable master note agreement. No master note shall 
remain due later than 12 months in the case of Southern 
or 9 months in the case of Alabama, Gulf and Missis- 
sippi from the date of issuance thereof. Each trust depart- 
ment will have the right to demand payment of all or any 
part of the outstanding principal an any master note, and 
such principal will be prepayable at any time without 


1274/SEC DOCKET 









‘ 


penalty. Each master note agreement will be terminable 
by either party upon 30 days’ notice. 














Southern will use proceeds of the bank notes and com- 
mercial paper notes together with treasury funds and 
proceeds from the planned sales of interim notes and 
common stock, to make capital contributions to Alabama, 
Georgia Power Company (“Georgia”), Gulf and Missis- 
sippi, to make loans to Southern Services, Inc., and to pay 
such notes when due. Southern proposes to make capital 
contributions as follows: $150,000,000 to Alabama: 
$50,900,000 to Georgia; $14,000.000 to Gulf; and 
$10,000,000 to Mississippi. Of such amounts, 
$52,650,000 ($50,900,000 to Georgia and $1,750,000 
to Gulf) have been authorized by the Commission (HCAR 
No. 18924, April 9, 1975). Southern also proposes to in- 
crease the amount of such capital contributions by up to 
$20,000,000 should the proceeds from its proposed sale 
of common stock exceed $150,000,000 as follows: up 
to $15,000,000 to Alabama, up to $3,000,000 to Gulf 
and up to $2,000,000 to Mississippi. Southern’s bank 
notes and commercial paper notes are expected to be 
retired from the proceeds of any sale of Southern’s com- 
mon stock or from internal cash resources. 





Alabama, Gulf and Mississippi will use the proceeds from 
the sales of bank notes and commercial paper to reim- 
burse their treasuries for part of the expenditures for their 
construction programs and to pay at maturity outstanding 
bank notes and commercial paper notes incurred for such 
purpose. The bank notes and commercial paper will be 
retired from internal cash resources or from the net pro- 
ceeds of any long-term financing. 


The applicants-declarants request exception from the 
competitive bidding requirements of Rule 50 in connec- 
tion with the sale of commercial paper notes pursuant to 
clause (a) (5) (B) thereof. It is stated, in this connection, 
that (a) all commercial paper which they propose to issue 
and sell will have a maturity not in excess of 270 days, 
(b) current rates for commercial paper for prime bor- 
rowers, such as applicants-declarants, are published daily 
in financial publications, and (c) it is not practical to invite 
invitations for bids for commercial paper. 





Fees and expenses to be incurred by Southern in connec- 
tion with the proposed transactions are estimated at 
$3,400, including legal fees of $2,500; Alabama's fees 
are estimated at $3,400, including legal fees of $2,500; 
Guif's fees are estimated at $1,400 including legal fees 
of $500; and Mississippi's fees are estimated at $1,400, 
including legal fees of $500. 


The Alabama Public Service Commission has authorized 
the issuance of notes to banks and the issuance of com- 
mercial paper by Alabama. The Florida Public Service 

Commission has jurisdiction over the issuance of notes to 
banks and the issuance of commercial paper by Gulf. 

No other State commission and no Federal commission, 
other than this Commission, has jurisdiction over the 

proposed transactions. 







Each applicant hereby requests authority to file certifi- 
cates of notification under Rule 24 on a quarterly basis b 
the last day of the month following the closing of eac’ 
calendar quarter. 
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NOTICE IS FURTHER GIVEN that any interested person 
may, not later than March 5. 1976, request in writing 
that a hearing be held on such matter, stating the nature 
of his interest, the reasons for such request, and the is- 
sues of fact or law raised by said application-deciaration 
which he desires to controvert; or he may request that he 
be notified if the Commission should order. a hearing 
thereon. Any such request should be addressed: Secre- 
tary. Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be served 
personally or by mail (air mail if the person being served 
islocated more than 500 miles from the point of mailing) 
upon the applicant-declarant at the above-stated ad- 
dress, and proof of service (by affidavit or, in case of an 
attorney at law, by certificate) should be filed with the 
request. At any time after said date, the application- 
declaration, as filed or as it may be amended, may be 
granted and permitted to become effective as provided 
in Rule 23 of the General Rules and Regulations promul- 
gated under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 20(a) and 
100 thereof or take such other action as it may deem ap- 
propriate. Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices and 
orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
\ Secretary 





PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 
Release No. 19382/February 11, 1976 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, INC. 
New York, New York 


(70-5788) 


ORDER AUTHORIZING PROPOSED ISSUE AND SALE 
OF COMMON STOCK BY HOLDING COMPANY 
PURSUANT TO AN UNDERWRITTEN RIGHTS 
OFFERING 


American Electric Power Company, Inc. (“AEP”), a 
registered holding company, has filed a declaration, and 
amendments thereto, with this Commission pursuant to 
Sections 6, 7, and 12 (c) of the Public Utility Holding 
Company Act of 1935 (“Act”) and Rules 42 and 50 
promulgated thereunder regarding the following pro- 
posed transaction. 









\ )atP proposes to offer up to 10,000,000 authorized but 
» unissued shares of its common stock (“additional com- 
mon stock”) for subscription by the holders of its out- 


Standing shares of common stock on the basis of one 
share of additional common stock for each nine shares of 
common stock held on the record date. The record date 
will be February 18, 1976, or such later date as AEP’s 
registration statement under the Securities Act of 1933 
may become effective. The subscription price, to be 
determined by AEP’s Board of Directors at approximately 
4:30 p.m. on the day preceeding the record date, will be 
not more than the closing price of AEP common stock 
on the New York Stock Exchange on the day prior to 
the record date and not less than 90% thereof. The sub- 
scription offer will expire March 12, 1976, unless the 
record date should be later than February 18, 1976, in 
which event the expiration date will be redetermined and 
specified by amendment. 


Each record holder of AEP common stock will receive, 
as soon after the record date as is practicable, a trans- 
ferable subscription warrant representing the number of 
subscription rights to which the stockholder is entitled. 
It is proposed that no holder of a warrant will be per- 
mitted to subscribe for a fraction of a share of the addi- 
tional common stock; however, any holder of less than 
nine shares of common stock on the record date will be 
entitled to purchase, at the subscription price, one share 
of additional common stock. Any holder of more than 

nine shares, but not an exact multiple thereof, will be 

able to purchase, at the subscription price, one share of 
additional common stock for each multiple of nine shares 
plus one share of additional common stock for the excess 
shares. In addition, each holder of a warrant (or warrants) 
who exercises the subscription rights in full will be given 
the privilege of purchasing, subject to allotment if neces- 
sary, at the same subscription price, shares of the unsub- 
scribed additional common stock. 


AEP expects that the subscription rights will be traded 
on the New York Stock Exchange and that rights may 
also be bought and sold through banks or brokers. AEP 
also intends to afford holders of warrants the opportunity 
to trade rights through AEP’s subscription agent, such 
agent to charge 2¢ per right for its services. 


AEP does not intend to mail warrants to stockholders 
entitled to receive such warrants but whose registered 
addresses are outside the United States, Canada and 
Mexico. To the extent that AEP does not receive instruc- 
tions from such stockholders to either exercise or other- 
wise dispose of their warrants, AEP may sell the rights 
evidenced by such warrants and the rights evidenced by 
warrants which are returned to the subscription agent 
after the initial mailing as non-deliverable for any reason. 
AEP will, if such rights are sold, within 30 days fol- 
lowing the fifth anniversary of such sale, pay any of the 
net proceeds then remaining unclaimed (as the same may 
have been reduced by the deduction of fees for the 
administration of such funds) pursuant to any applicable 
provisions of the Abandoned Property Law of New York. 


In connection with the subscription rights offering, AEP 
anticipates that it may effect stabilizing transactions 
in order to maintain the market price of its common 
stock and/or the rights at levels above those which might 
otherwise prevail in an open market. AEP states that it 
will acquire no more than 1,000,000, shares of its com- 
mon stock pursuant to these stabilizing activities. 
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AEP further proposes to issue and sell to the public 
through underwriters, subject to the competitive bidding 
requirements of Rule 50 under the Act, such of the 
shares of the additional common stock as are not pur- 
chased pursuant to the subscription offer and any shares 
of common stock acquired by AEP as a result of stabiliz- 
ing activities. The competitive bidding will determine 
the underwriters’ compensation for each share that they 
sell and any modification to a $1,000,000 base fee pro- 
posed by AEP which AEP will pay to the successful bid- 
der for commitments and obligations under the purchase 
contract. Under the purchase contract the purchasing 
underwriters will be required to make a public offering 
of the unsubscribed shares of additional common stock 
promptly after the subscription expiration date. 


It is stated that the proceeds of the sale of the shares of 
additional common stock and any unsubscribed shares 
are to be used to repay short-term indebtedness and to 
make additional investments in AEP’s operating sub- 
sidiaries. It is estimated that the principal amount of such 
short-term debt outstanding at the commencement of 
the rights offering will not exceed $125,000,000. 


It is estimated that the total fees and expenses to be 
incurred by AEP in connection with the proposed trans- 
actions will be approximately $1,065,400, including 
subscription agent charges, legal fees and accountants’ 
fees of $550,000, $35,000 and $30,000, respectively. 
The fees of counsel for the successful bidders, to be paid 
by the successful bidders, is estimated to be approxi- 
mately $25,000. It is stated that no state commission 
and no federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. 


Due notice of the filing of said declaration has been given 
in the manner prescribed in Rule 23 promulgated under 
the Act (HCAR No. 19353), and no hearing has been re- 
quested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the ap- 
plicable standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary: 
and that it is appropriate in the public interest and in the 
interest of investors and consumers that said declaration, 
as amended, be permitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said declaration. as 
amended, be, and it hereby is, permitted to become ef- 
fective forthwith, subject to the terms and conditions 
prescribed in Rules 24 and 50 promulgated under the 
Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimimons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 
Release No. 19383/February 11, 1976 


1276/SEC DOCKET 


In the Matter of 


JERSEY CENTRAL POWER & LIGHT COMPANY 
Morristown, New Jersey 


(70-5782) 


ORDER AUTHORIZING PROPOSED ISSUE AND SALE 
OF FIRST MORTGAGE BONDS AT COMPETITIVE 
BIDDING 


Jersey Central Power & Light Company (“Jersey Cen- 
tral”), an electric utility subsidiary company of General 
Public Utilities Corporation, a registered holding com- 
pany, has filed an application with this Commission 
pursuant to Section 6(b) of the Public Utility Holding 
Company Act of 1935 (“Act”) and Rule 50 promulgated 
thereunder regarding the following proposed transaction. 


Jersey Central proposes to issue and sell, subject to the 
competitive bidding requirements of Rule 50 under the 
Act, up to $60,000,000 principal amount of additional 
First Mortgage Bonds (“Bonds”) which will mature no 
earlier than February 1, 1981, and no later than February 
1, 2006. Jersey Central states that it will notify prospec- 
tive bidders of the date of maturity of the Bonds not later 
than 72 hours prior to the bidding. The price of the 
Bonds, (which will be not less than 98% but not greater 
than 101% of the principal amount, plus accrued in- 
terest from February 1, 1976) and their interest rate 
(which will be a muitiple of 1/8 of 1%) will be determined 
by the competitive bidding. It is stated that the bidding 
procedure will not establish a minimum or maximum 
interest rate within which bids may be submitted. 


The Bonds will be issued under Jersey Central's Inden- 
ture, dated March 1, 1946, to First National City Bank, 
Trustee, as heretofore suppplemented and amended and 
as to be further supplemented and amended by a 
Twenty-ninth Supplemental Indenture to be executed in 
connection with this issuance. The terms of the Bonds 
prohibit Jersey Central from redeeming them prior to 
February 1, 1981, if the moneys for such redemption 
are obtained by Jersey Central at a lower interest cost 
than the annual yield of the Bonds. It is stated that 
$34,500,000 of the principal amount of the Bonds will 
be issued against the retirement at maturity of a like 
principal amount of First Mortgage Bonds, 2 7/8% Series, 
due March 1, 1976 (1976 Series Bonds”), and that the 
balance of the Bonds will be issued against bondable 
property additions. 


The proceeds realized from the sale of the Bonds will be 
applied to the payment at maturity of the 1976 Series 
Bonds and to repay short-term indebtedness or to defray 
construction costs. Jersey Central states that approxi- 
mately $70,000,000 principal amount of short-term 
bank loans will be outstanding at the date of sale of the 
Bonds. Jersey Central's total construction requirements 
(including allowance for funds used during construction) 
for 1976 are estimated to be approximately 
$155,000,000. 


It is estimated that the fees and expenses to be incurred 
by Jersey Central in connection with the proposed trans- 
action will be $160,000, including legal and accounting 
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*/ In said order of January 19, 1976, jurisdiction was re- 


fees of $32,900 and $12,500, respectively. The fees of 
counsel for the successful bidders, which will be paid by 
the successful bidders, are estimated to be $20,000. The 
Board of Public Utility Commissioners of the State of 
New Jersey has authorized the proposed transaction. 
No other state commission or federal commission, other 
than this Commission, has jurisdiction over the proposed 
transaction. 


Due notice of the filing of said application has been given 
in the manner prescribed in Rule 23 promulgated under 
the Act (HCAR No. 19352), and no hearing has been re- 
quested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the ap- 
plicable standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary: and 
that it is appropriate in the public interest and in the 
interest of investors and consumers that said application, 
as amended, be granted: 


IT iS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application, as 
amended, be, and it hereby is, granted forthwith, subject 
to the terms and conditions prescribed in Rules 24 and 
50 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT 
OF 1935 
Release No. 19384/February 11, 1976 


In the Matter of 


ALABAMA POWER COMPANY 
Birmingham, Alabama 


(70-5779) 
ORDER RELEASING JURISDICTION 


By order dated January 19, 1976, in this proceeding 
(HCAR No. 19350), Alabama Power Company ("Ala- 
bama”), an electric utility subsidiary company of The 
Southern Company, a registered holding company, was 
authorized to enter into agreements with two Alabama 
communities, the Town of Wilsonville and the City of 
Eutaw, whereby said communities will construct for 
Alabama pollution control facilities financed by their 
issuance and sale of up to $14,500,000 principal 
amount of pollution control revenue bonds. Alabama 
will acquire the facilities upon completion thereof 
pursuant to installment sale agreements. 


Served with respect to (i) the semi-annual installment- 





payment obligations to be undertaken by Alabama 
pursuant to the proposed agreements and (ii) the 
interest rate to be borne by Alabama’s collateral bonds, 
insofar as the foregoing matters are affected by the 
effective interest rate or rates of the pollution control 
revenue bonds to be sold by the two communities in 
connection with the transactions proposed in this 
proceeding. 


Alabama has filed an amendment in this proceeding 
informing the Commission that the Industrial Develop- 
ment Boards of Wilsonville and Eutaw, Alabama, have 
entered into arrangements with a group of under- 
writers for the sale of $12,900,000 principal amount of 
their pollution control revenue bonds maturing February 
1, 2006, in the respective amounts of $3,000,000 and 
$9,900,000 and that such arrangements provide for an 
interest rate of 7.20% per annum, resulting in an 
effective interest cost of 7.37% per annum. 


Upon the basis of the facts in the record, amended as 
above indicated, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satis- 
fied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the 
interest of investors and consumers that the jurisdiction 
heretofore reserved be released: 


IT !S ORDERED that the jurisdiction heretofore re- 
served in this proceeding be, and the same hereby is, 
released. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT 
OF 1935 

Release No. 19385/February 12, 1976 

In the Matter of 


EASTERN UTILITIES ASSOCIATES 
Boston, Massachusetts 02107 


BROCKTON EDISON COMPANY 
Brockton, Massachusetts 02403 


MONTAUP ELECTRIC COMPANY 
Fall River, Massachusetts 02722 


(70-5652) 


ORDER RELEASING JURISDICTION OVER FEES 
AND EXPENSES 










By order dated April 29, 1975 (HCAR No. 18957) 
issued in this proceeding, Eastern Utilities Associates 
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(“EUA”), a registered holding company, and two of its 
electric utility subsidiary companies were authorized 

to enter a series of transactions involving, among other 
things, the sale of stock by the subsidiaries. Jurisdiction 
was reserved over fees and expenses to be incurred 

in connection with the proposed transactions. 


By post-effective amendment to the application- 
declaration filed in this proceeding, it is stated that fees 
and expenses to be incurred by EUA and its subsidiaries 
in connection with the proposed transactions total 
$24,710, including legal fees of $9,830. 


Upon the basis of the facts in the record, as further/ 
amended by said post-effective amendment, it is hereby 
found that the applicable standards of the Act and rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application-declaration, as further amended 
by said post-effective amendment, be granted and per- 
mitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as further amended by said post-effective 
amendment, be, and it hereby is, granted and permitted 
to become effective forthwith. 


IT 1S FURTHER ORDERED that the jurisdiction pre- 
viously reserved with respect to fees and expenses to be 
incurred in connection with the proposed transactions 
be, and it hereby is, released. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT 
OF 1935 
Release No. 19386/February 12, 1976 


In the Matter of 


EASTERN UTILITIES ASSOCIATES 
Boston, Massachusetts 02107 


BLACKSTONE VALLEY ELECTRIC COMPANY 
Lincoln, Rhode Island 02865 


BROCKTON EDISON COMPANY 
Brockton, Massachusetts 02403 


FALL RIVER ELECTRIC LIGHT COMPANY 
Fall River, Massachusetts 02722 


MONTAUP ELECTRIC COMPANY 
Fall River, Massachusetts 02722 
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‘ 
ORDER AUTHORIZING PROPOSED EXTENSION OF 
BANK BORROWING BY SUBSIDIARY COMPANY 


Eastern Utilities Associates (“EUA”), a registered 
holding company, and its electric utility subsidiary 
companies, Blackstone Valley Electric Company ("Black- 
stone”), Brockton Edison Company ("Brockton"), Fall 
River Electric Light Company ("Fall River’) and Montaup 
Electric Company ("“Montaup”), have filed post-effective 
amendments to their application-declaration, as pre- 
viously filed and amended in this proceeding with this 
Commission pursuant to Sections 6(a), 7, 9(a), 10, 
12(b), 12(c) and 12(f) of the Public Utility Holding 
Company Act of 1935 (“Act”) and Rules 43(a) and 
45(a) promulgated thereunder regarding the following 
proposed transactions. 


EUA has proposed a series of transactions designed to 
effect the transfer of Blackstone’s proportionate owner- 
ship in the securities of Montaup, the EUA system 
generating company, to Brockton, with the result that 
Brockton will thereafter own 81% of Montaup. Fall 
River, EUA’s other electric utility subsidiary, will con- 
tinue to own 19% of Montaup’s securities under the pro- 
posed arrangement. 


As a part of this proposed program, Blackstone has been 
authorized in this proceeding (order dated February 19, 
1975, HCAR No. 18817, 6 SEC Docket 314) to borrow 
$25,000,000 from The Chase Manhattan Bank (NA) 
(“Chase”). Blackstone has issued Chase its note in that 
amount, maturing on February 16, 1976, and bearing 
interest at 115% of the prime rate in effect at Chase 
from time to time. The note is secured by a second 
mortgage on certain properties of Blackstone, said 
second mortgage being subject, among other encum- 
brances, to the prior lien of Blackstone's Indenture of 
Mortgage and Deed of Trust dated as of November 1, 
1943. No compensating balance is required in connec- 
tion with this borrowing. 


Proceeds of the Ican have been used by Blackstone 
to reduce open account advances to Blackstone from 
EUA. EUA applied the funds so received to reduce its 
short-term bank borrowings. 


By post-effective amendment filed in this proceeding, it 
is now requested that the term of the $25,000,000 Chase 
loan be extended for a one year period. The Chase 
loan will continue to be secured by the second mortgage 
described above and will bear interest at 115% of the 
prime rate in effect at Chase from time to time. No 
compensating balance is required with the extension 
of the Chase loan. 


The Public Utilities Commission of the State of Rhode 
Island has authorized the proposed extension of the 
Chase loan to Blackstone. No other state commission 
and no federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. The 
record is incomplete with respect to fees and expenses 
to be incurred in connection with the proposed trans- 
action. 
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Due notice of the filing of said post-effective amend- 
ments to the application-declaration has been given in 


“7 the manner presribed in Rule 23 promulgated under 


the Act (HCAR No. 19345), and no hearing has been 
requested of or ordered by the Commission. Upon the 
basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that said 
application-declaration, as further amended by the 
post-effective amendments, be granted and permitted 
to become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as now amended, be, and it hereby is, 
granted and permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Rule 
24 promulgated under the Act and subject further to 
the reservation of jurisdiction over fees and expenses 
previously ordered in this proceeding. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT 
OF 1935 
Release No. 19387/February 12, 1976 


In the Matter of 


PENNSYLVANIA ELECTRIC COMPANY 
Johnstown, Pennsylvania 15907 


(70-5789) 


ORDER AUTHORIZING ISSUE AND SALE OF CUMU- 
LATIVE PREFERRED STOCK AT COMPETITIVE 
BIDDING 


Pennsylvania Electric Company (“Penelec”), an electric 
utility subsidiary company of General Public Utilities 
Corporation (“GPU”), a registered holding company, 
has filed an application and amendments thereto with 
this Commission pursuant to Section 6(b) of the Public 
Utility Holding Company Act of 1935 (“Act”) and 

Rule 50 promulgated thereunder regarding the following 
Proposed transaction. 


Penelec proposes to issue and sell, subject to the com- 
petitive bidding requirements of Rule 50 under the Act. 
up to 1,400,000 shares of its Cumulative Preferred 

Stock, % Series L (the “New Preferred Stock”). 
Terms of the New Preferred Stock provide that Penelec 





, Shall not refund the New Preferred Stock by the issuance 


of either new debt securities at a lower interest cost or 


other preferred stock at a lower dividend cost within 
five years of the issuance of the New Preferred Stock. 
The dividend rate and redemption prices of the New 
Preferred Steck will be determined by competitive 
bidding. The bidding procedure will require that (1) the 
price per share (and the price at which each share shall 
be initially re-offered by the underwriters to the public) 
shall be $25, which is the stated value of the New Pre- 
ferred Stock, (2) the dividend rate for the New Preferred 
Stock be specified in such bids and be a multiple of 
1/25th of 1%, and (3) the underwriting commission per 
share to be paid by Penelec to the successful bidders 
be specified in the bids. The bidding procedure will not 
establish a minimum or maximum dividend rate or 
commission within which bids may be considered. 


The proceeds to be realized from the sale of the New 
Preferred Stock will be used for the payment of all of 
Penelec’s short-term bank loans expected to be out- 
standing at the date of sale and to reimburse Penelec’s 
treasury for funds previously expended therefrom for 
construction purposes. Penelec expects to have approx- 
imately $18,000,000 of bank loans outstanding immedi- 
ately prior to the date of sale of the New Preferred 
Stock. The presently estimated cost of Penelec’s 1976 
construction program is approximately $135,000,000 
(including allowance for funds used during construction). 


Fees and expenses to be incurred by Penelec in connec- 
tion with the issue and sale of the New Preferred Stock 
are estimated at $135,000, including legal fees of 
$34,000. The fees and expenses of counsel for the 
underwriters, to be paid by the successful bidders, are 
estimated at $18,500. The Pennsylvania Public Utility 
Commission has authorized the proposed issuance and 
sale of the New Preferred Stock by Penelec. No other 
state commission and no federal commission, other 
than this Commission, has jurisdiction over the proposed 
transaction. 


Due notice of the filing of said application has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19347), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and rules there- 
under are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that said 
application, as amended, be granted: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application, 
as amended, be, and it hereby is, granted forthwith, 
subject to the terms and conditions prescribed in Pules 
24 and 50 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9138A/February 6, 1976 


In the Matter of 


PURITAN FUND, INC. 
35 Congress Street 
Boston, Massachusetts 02109 


and 


UV INDUSTRIES, INC. 
437 Madison Avenue 
New York, New York 10022 


(812-3886) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING TRANSACTION FROM. SECTION 17(a) 
OF THE ACT 


Puritan Fund, Inc. (“Fund”), an open-end, diversified 
management investment company registered under the 
Investment Company Act of 1940 (“Act”), and UV 
Industries, Inc. (“UV”) filed an application on December 
15, 1975, and an amendment thereto on December 
30, 1975, for an order pursuant to Section 17(b) of the 
Act exempting from Section 17(a) of the Act the pur- 
chase by UV from the Fund of $2,000,000 face 
amount of UV’s 5-3/4% convertible subordinated de- 
bentures due February 1, 1993 at a net price of $73.00 
per $100 face amount with interest adjusted. 


On January 5, 1976, a notice (Investment Company Act 
Release No. 9113) was issued of the filing of said 
application. The notice gave interested persons an oppor- 
tunity to request a hearing and stated that an order 
disposing of the application would be issued as of 
course unless a hearing should be ordered. No request 
for a hearing has been filed and the Commission has 
not ordered a hearing. 


The matter having been considered, it is found, on the 
basis of the information stated in the application, that 
the terms of the proposed trans2ction, including the 
consideration to be paid or received, are reasonable and 
fair and do not involve overreaching on the part of any 
person concerned and that the proposed transaction is 
consistent with the policies of the Fund and with the 
general purposes of the Act. Accordingly. 


IT IS ORDERED, pursuant to Section 17(b) of the Act, 
that the purchase by UV' from the Fund of $2,200,000 
face amount of UV’s 5-3/4% convertible subordinated 
debentures due February 1, 1993, at a net price of 
$73.00 per $100.00 of face amount with interest ad- 
justed, be and is hereby exempted from the provisions 
of Section 17(a) of the Act. 





‘In Investment Company Act Release No. 9138 dated 
January 28, 1976 the initials UF appeared when it 
should have read UV. 
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‘ 
For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9147/February 6, 1976 


In the Matter of 


THE ACCUMULATING FUND, INCORPORATED 
245 Park Avenue 
New York, New York 10017 


(811-2246) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER DECLAR- 
ING THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that The Accumulation 
Fund, Inc. (“Applicant”), a Delaware corporation which 
is registered under the Investment Company Act of 1940 
(“Act”) as an open-end, diversified management com- 
pany, has filed an application on January 19, 1976, and 
an amendment thereto on January 27, 1976, for an 
order of the Commission declaring that the Applicant 
has ceased to be an investment company as defined 
in the Act. All interested persons are referred to the 
application on file with the Commission for a statement 
of the representations contained therein, which are 
summarized below. 


Applicant represents that it has never offered or sold 
any of its shares directly to the general public. It further 
represents that it was dissolved effective December 31, 
1975, and that all of its assets have been or are being 
distributed to its sole shareholder, NARe Life Manage- 
ment Company, Inc. 


Applicant states that it is not, nor does it hold itself as 
being, engaged primarily, or propose to engage primarily, 
in the business of investing, reinvesting, or trading in 
securities; neither is it engaged, nor does it propose to 
engage. in the business of investing, reinvesting, owning. 
holding, or trading in securities; nor does it own or pro- 
pose to acquire investment securities having a value 
exceeding 40 per centum of the value of Applicant's total 
assets on an unconsolidated basis. 


Section 8(f) of the Act provides in part that when the 
Commission upon application finds that a registered 
investment company has ceased to be an investment 
company, it shall so declare by order and, upon the 
effectiveness of such order, the registration of such 
company shall cease to be in effect. 
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NOTICE IS FURTHER GIVEN that any interested person 


“nay, not later than March 2, 1976, at 5:30 p.m., sub- 
mit to the Commission in writing a request for a hearing 
on this matter accompanied by a statement as to the 
nature of his interest, the reason for such request, and 
the issues of fact or law proposed to be controverted, 
or he may request that he be notified if the Commission 
shall order a hearing thereon. Any such communication 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail (air mail if 
the person being served is located more than 500 miles 
from the point of mailing) upon Applicant at the ad- 
dress set forth above. Proof of such service (by affidavit 
or, in case of an attorney-at-law, by certificate) shall be 
| filed contemporaneously with the request. As provided 
by Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following said date unless the 
Commission thereafter orders a hearing upon request 
or upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing 
is ordered, will receive any notices and orders issued 
in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9148/February 6, 1976 


NOTICE OF WITHDRAWAL OF PROPOSED RULE 6c-2 
UNDER THE INVESTMENT COMPANY ACT OF 1940 


NOTICE IS HEREBY GIVEN that the Securities and Ex- 
change Commission hereby withdraws its proposal to 
adopt Rule 6c-2' under the Investment Company Act 
of 1940 (“Act”), which rule would have provided sub- 
stantial exemptive relief from the Act for corporations 
organized pursuant to the Alaska Native Claims Settle- 
ment Act of 1971 (“ANCSA Corporations” and “’Settle- 
ment Act,” respectively). On January 2, 1976 the 
President signed into law? an amendment to the Settle- 
ment Act exempting ANCSA Corporations from all 
provisions of the Act, as well as from all provisions 

of the Securities Act of 1933 and the Securities 
Exchange Act of 1934. This exemption will remain in 
effect through December 31, 1991, and, as a practical 








[ ‘Investment Company Act Release No. 8902, August 
}22. 1975. 


~ ?PL. 94-204: S. 1469. 


matter, moots the issues underlying the Commission's 
proposal to adopt Rule 6c-2. 


By the Commission 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9149/February 6, 1976 


NOTICE OF RESCISSION OF RULE 6c-2(T) UNDER 
THE INVESTMENT COMPANY ACT OF 1940 


NOTICE IS HEREBY GIVEN that the Securities and 
Exchange Commission has determined to rescind Rule 
6c-2(T) under the Investment Company Act of 1940 
(“Act”). This rule provided a temporary exemption for 
corporations organized pursuant to the Alaska Native 
Claims Settlement Act of 1971 (“ANSCA 

and “Settlement Act,” respectively) from all but five 
essential provisions of the Act.’ This exemption was 
made effective retroactively to December 18, 1971, 
the date of enactment of the Settlement Act, and 
was later made subject to the condition that an ANCSA 
Corporation wishing to obtain the exemptive relief con- 
ferred by the rule register with the Commission pur- 
suant to Section 8(a) of the Act.? 


The Commission's determination to rescind Rule 6c-2(T) 
results from the passage of an amendment? to the 
Settlement Act, signed into law by the President on 
January 2, 1976, which exempts ANCSA Corporations 
from all provisions of the Act, as well as from all provi- 
sions of the Securities Act of 1933 and the Securities 
Exchange Act of 1934. This exemption will remain in 
effect through December 31, 1991, and, as a practical 
matter, removes the necessity for Rule 6c-2(T). 


Accordingly, the Commission has determined that 
rescission of Rule 6c-2(T) is necessary or appropriate 
in the public interest and consistent with the protection 
of investors and the purposes fairly intended by the 
policies and provisions of the Act, The Commission 
further finds that publication of advance general notice 
of such rescission is unnecessary because all ANCSA 
Corporations are now, by virtue of the aforementioned 
amendment to the Settlement Act, statutorily exempt 





' Investment Company Act Rel. No. 8251, February 
26, 1974. 


2 Investment Company Act Rel. No. 8902, August 22, 
1975. 


3P.L. 94-204. 
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from all provisions of the Act.* Therefore, pursuant to 
authority granted the Commission in Sections 6(c) and 
38(a) of the Act, the Commission has rescinded Rule 
6c-2(T) under the Act effective February 6, 1976. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





‘ See Section 201.4(b) of the Commission's Rules of 
Practice and Section 553(b) of the Administrative 
Procedure Act. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9150/February 6, 1976 


NOTICE OF PROPOSAL TO TERMINATE THE REGIS- 
TRATIONS OF CERTAIN INVESTMENT COMPANIES 
PURSUANT TO SECTION 8(f) OF THE INVESTMENT 
COMPANY ACT OF 1940. 


NOTICE IS HEREBY GIVEN that the Commission pro- 
poses, pursuant to Section 8(f) of the Investment 
Company Act of 1940 (“Act”), to declare by order upon 
its own motion that certain investment companies, the 
names of which appear in the attached Appendix, have 
ceased to be investment companies as defined in the 
Act. 

All of the registered investment companies listed in the 
attached Appendix are among the more than 200 
corporations that were organized pursuant to the Alaska 
Native Claims Settlement Act of 1971 (“ANCSA 
Corporations” and “Settlement Act.”” respectively). 
Rule 6c-2(T) under the Act (Investment Company Act 
Release No. 8251, February 26, 1974) exempted 
ANCSA Corporations registering pursuant to Section 8(a) 
of the Act (“ANCSA Registrants”) from all provisions of 
the Act except Sections 8(a), 9, 17, 36 and 37. 


On January 2, 1976, the Settlement Act was amended 
to exempt ANCSA Corporations from all provisions of 
the Act, as well as all provisions of the Securities Act 
of 1933 and the Securities Exchange Act of 1934.2 
The Division represents that, as a practical matter, 
this amendment makes registration under the Act by 
an ANCSA Corporation both unnecessary and in- 
appropriate—unnecessary because an ANCSA Corpora- 
tion desiring the exemptive relief provided by -Rule 
6c-2(T) (which is being rescinded) is now statutorily 
exempt from all provisions of the Act—and inappropri- 
ate because ANCSA Corporations no longer can be 
deemed investment companies within the meaning of 
the Act. 








"85 Stat. 688. 
?P.L. 94-204. 
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Section 8(f) of the Act provides, in pertinent part, that 
when the Commission on its own motion, finds that a 
registered investment company has ceased to be an 
investment company, it shall so declare by order, and 
upon the effectiveness of such order, which may be 
issued upon the Commission's own motion where 
appropriate, the registration of such company shall 
cease to be in effect. 


NOTICE iS FURTHER GIVEN that any interested person 
may, not later than April 6, 1976, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature 
of his interest, the reason for such request and the 
issues, if any, of fact or law proposed to be controverted, 
or he may request that he be notified if the Commission 
shall order a hearing thereon. Any such communication 
should be addressed: Secretary. Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail (air mail 
if the persons being served are located more than 500 
miles from the point of mailing) upon the ANCSA 
Corporations listed in the Appendix at their respective 
addresses. Proof of such service (by affidavit or in case 
of an attorney at law by certificate) shall be filed con- 
temporaneously with the request. As provided by Rule 
0-5 of the Rules and Regulations promulgated under 
the Act, an order disposing of the matter will be issued 
as of course following said date unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission's own motion. Persons who request a 
hearing or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements therof. 


By the Commission. 


George A. Fitzsimmons 





Secretary 
Attachment 
APPENDIX 
Name and Address File No. 
1. SEALASKA CORPORATION 824-1 

127 South Franklin Street 

Juneau, Alaska 99801 

Agent for Service: John Barbridge, Jr. 824-1 


cc: John M. Fedders, Esq. 
Arnold & Porter 

1229 Nineteenth Street, N.W. 
Washington, D.C. 20036 


2. KONIAG, INC. 
Donnelly Building 
P.O. Box 746 
Kodiak, Alaska 99615 


















824-2 ( 





> No. 
24-1 


24-1 


24-2 














~ 


. ARCTIC SLOPE REGIONAL CORP. 


. NANA REGIONAL CORPORATION, INC. 


. SHAAN-SEET INCORPORATED 


. YAK-TAT KWAAN INCORPORATED 


. CAPE FOX CORPORATION 


. KAVILCO INCORPORATED 


Agent for Service: Jacob Wick, Jr. 
cc: John B. Murdock, Esq. 

Wyman, Bautzer, Rothman & Kuchel 
9601 Wilshire Boulevard 

Suite 726 

Beverly Hills, California 90210 


824-3 
Tulugak Building 

P.O. Box 556 

Barrow, Alaska 99723 


Agent for Service: Joseph Upricksoun 
cc: William G. Pusch, Esq. 

4200 Seattle - First National Bank Bidg. 
Seattle, Washington 98154 


824-4 
Box 49 
Kotzebue, Alaska 99752 


Agent for Service: Robert Newlin 
cc: Foster De Reitzes, Esq. 
Wilkinson, Cragun & Barker 

The Octagon Building 

1735 New York Avenue, N.W. 
Washington, D.C. 20006 


824-5 
P.O. Box 81 
Craig, Alaska 99921 


Agent for Service: Glenn O. Charles 
cc: John M. Fedders, Esq. 

Arnold & Porter 

1229 Nineteenth Street, N.W. 
Washington, D.C. 20036 


824-6 
P.O. Box 17 
Yakutat, Alaska 99689 


Agent for Service: Sam L. Demmert 
cc: John M. Fedders, Esq. 

Arnold & Porter 

1229 Nineteenth Street, N.W. 
Washington, D.C. 20036 


824-7 
P.O. Box 223 
Ketchian, Alaska 99901 


Agent for Service: Eugene H. Trout 
cc: John M. Fedders, Esq. 

Arnold & Porter 

1229 Nineteenth Street, N.W. 
Washington, D.C. 20036020 


824-8 
P.O. Box 745 
Ward Cove, Alaska 99928 


Agent for Service: Willard L. Jones 
cc: John M. Fedders, Esq. 

Arnold & Porter 

1229 Nineteenth Street, N.W. 
Washington, D.C. 20036 


824-9 


10. 


11. 


12. 


13. 


14. 


15. 


16. 


17. 


. KAKE TRIBAL CORPORATION 


P.O. Box 321 
Kake, Alaska 99830 


Agent for Service: Albert Davis 
cc: John M. Fedders, Esq. 
Arnold & Porter 

1229 Nineteenth Street, N.W. 
Washington, D.C. 20036 


KOOTZNOOWOO INCORPORATED 
P.O. Box 139 
Angoon, Alaska 99820 


Agent for Service: Daniel G. Johnson 
cc: John M. Fedders, Esq. 

Arnold & Porter 

1229 Nineteenth Street, N.W. 
Washington, D.C. 20036 


824-10 


DOYON, LIMITED 
527 Third Avenue 
Fairbanks, Alaska 99701 


Agent for service: John C. Sackett 

cc: Arthur Lazarus, Jr. 

Fried, Frank, Harris, Shriver & Kampelman 
Suite 1000, The Watergate 600 

600 New Hampshire Avenue, N.W. 
Washington, D.C. 20037 


824-11 


COOK INLET REGION, INC. 
1211 West 27th Street 
Anchorage, Alaska 99503 


Agent for Service: John Colberg, Jr. 


824-12 


TAZLINA, INCORPORATED 
P.O. Box 32 
Copper Center, Alaska 99573 


Agent for Service: Herbert Smelcer 


824-13 


STA-KEH CORPORATION 
Bulkana Village 
Gakona, Alaska 99586 


Agent for Service: Harding Ewan 


824-14 


KLUTI-KAAH CORPORATION 
Drawer G 
Copper Center, Alaska 99573 


Agent for Service: Raymond Craig 


824-15 


CHITINA NATIVE CORPORATION 
P.O. Box 206 
Glennallen, Alaska 99588 


Agent for Service: Henry T. Bell 


824-16 


AHTNA INCORPORATED 
Drawer G 


824-17 


- Copper Center, Alaska 99573 


Agent for Service: Henry T. Bell 
cc: Peter Van N. Lockwood, Esq. 
Caplin & Drysdale 

1101 Seventeenth Street, N.W. 

Washington, D.C. 20036 
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. UKPEAGVIK INUPIAT CORPORATION 


19. 


20. 


21. 


22. 


23. 


24. 


25. 


26. 


27. 


28. 


29. 
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P.O. Box 427 
Barrow, Alaska 99723 


Agent for Service: Arthur Panigeo 

cc: William G. Pusch, Esq. 

Davis, Wright. Todd, Riese & Jones 
4200 Seattle - First National Bank Bidg. 


KIKIKTAGRUK INUPIAT CORPORATION 
Nu-Luk-Vik, Kotzebue, Alaska 99752 


Agent for Service: Tommy Sheldon, Sr. 


BERING STRAITS NATIVE CORP. 
P.O. Box 1008 
Nome, Alaska 99762 


Agent for Service: Jerome Trigg 
P.O. Box 894 
Nome, Alaska 99762 


CALISTA CORPORATION 
516 Denali Street 
Anchorage. Alaska 99501 


BRISTOL BAY NATIVE CORPORATION 
P.O. Box 237, Dillingham 
Dillingham, Alaska 


Agent for Service: Harold H. Samuelsen 


NATIVES OF AFOGNAK, INC. 
P.O. Box 14 
Kodiak, Alaska 99615 


Agent for Service: Iver E. Malutin 


KLAWOCK HEENYA CORPORATION 
P.O. Box 25 
Klawock, Alaska 99925 


OUZINKIE NATIVE CORPORATION 
Box 89 
Ouzinkie, Alaska 99644 


Agent for Service: Arthur Haakanson, Jr. 


CHUGACH NATIVES, INC. 
912 E. 15th Avenue 
Anchorage, Alaska 


Agent for Service: Cecil Barnes 
SHISHMAREF NATIVE CORPORATION 
Shishmaref, Aiaska 99772 

Agent for Service: NA 

TELLER NATIVE CORPORATION 


General Delivery 
Teller, Alaska 99778 


Agent for Service: Frank Topsikok 


ST. MICHAEL NATIVE CORPORATION 
General Delivery 
St. Michael, Alaska 99659 


Agent for Service: Clyde W. Acoman 





824-18 


824-19 


824-20 


824-21 


824-22 


824-23 


824-24 


824-25 


824-26 


824-27 


824-28 


824-29 


‘ 
















































30. GOLOVIN NATIVE CORPORATION 


824-30 
Golovin, Alaska 


Agent for Service: Martin L. Oleon 


31. MARY'S IGLOO NATIVE CORPORATION 
Teller, Alaska 


Agent for Service: Maggie Foster 


824-31 


32. KOYUK NATIVE CORPORATION 
General Delivery 
Koyuk, Alaska 99753 


Agent for Service: Henry Kavaisfuak 


824-32 


33. KING ISLAND NATIVE CORPORATION 
Nome, Alaska 99762 


Agent for Service: Not available 


824-33 


34. DIOMEDE NATIVE CORPORATION 
Diomede, Alaska 99762 


Agent for Service: Orville Alikinga 


824-34 


35. COUNCIL NATIVE CORPORATION 
Box 1051 
Nome, Alaska 99762 


Agent for Service: Max Gray 


824-35 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9151/February 11, 1976 


In the Matter of 


O’NEIL FUND 

10960 Wilshire Boulevard 
Los Angeles, California 90024 
(811-1364) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY 


O'Neil Fund (“Applicant”), an open-end, diversified, 
management investment company registered under the 
Investment Company Act of 1940 (“Act”), filed an 
application on November 10, 1975, and an amendment 
thereto on December 29, 1975, for an order of the 
Commission declaring that the Applicant has ceased 
to be an investment company as defined in the Act. 


On January 13, 1976, a Notice (Investment Company 
Act Release No. 9121), was issued of the filing of said 
application. The Notice gave interested persons an op- 
portunity to request a hearing and stated that an order 
disposing of the application would be issued as of 
course unless a hearing should be ordered. No request 
for a hearing has been filed, and the Commission has 
not ordered a hearing. 





Applicant has ceased to be an investment company. 


824-30 « The matter has been considered, and it is found that 


824-31 


824-32 


824-33 


824-34 


824-35 














Accordingly, 


iT IS HEREBY ORDERED, pursuant to Section 8(f) of 
the Act, that the registration of O'Neil Fund shall forth- 
with cease to be in effect. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9152/February 11, 1976 


In the Matter of 

THE VANGUARD GROUP, INC. 
WELLINGTON FUND, INC. 
WINDSOR FUND, INC. 


IVEST FUND, INC. 
EXETER FUND, INC. 


» GEMINI FUND, INC. 


EXPLORER FUND, INC. 

TRUSTEES’ EQUITY FUND, INC. 
WELLESLEY INCOME FUND, INC. 

W. L. MORGAN GROWTH FUND, INC. 
WESTMINSTER BOND FUND, INC. 
FUND FOR FEDERAL SECURITIES, INC. 
WHITEHALL MONEY MARKET TRUST 
QUALIFIED DIVIDEND PORTFOLIO, INC. 


QUALIFIED DIVIDEND PORTFOLIO Il, INC. 
P.O. Box 823 
Valley Forge, Pennsylvania 19482 


(812-3882) 


NOTICE OF FILING OF APPLICATION FOR AN ORDER 
PURSUANT TO SECTION 17(b) OF THE ACT AND 
RULE 17d-1 THEREUNDER PERMITTING CERTAIN 
PROPOSED TRANSACTIONS 


NOTICE IS HEREBY GIVEN that The Vanguard Group, 
Inc. (“Vanguard”), and Wellington Fund, Inc., Windsor 
Fund, Inc., lvest Fund, Inc., Exeter Fund, Inc., Explorer 
Fund, Inc., Trustees’ Equity Fund, Inc., Wellesley 
Income Fund, Inc., W. L. Morgan Growth Fund, Inc., 
Westminster Bond Fund, Inc., Fund for Federal Secur- 
ities, Inc., Whitehall Money Market Trust, and Qualified 
Dividend Portfolio, Inc., all open-end diversified manage- 
ment investment companies, and Gemini Fund, Inc., a 
closed-end diversified investment company (“Vanguard 
Funds”), all of which are registered under the Investment 
Company Act of 1940 (“Act”), and Qualified Dividend 
Portfolio II, Inc. (“Qualified 11"), a newly organized open- 


end diversified management investment company 
registered under the Act, (all collectively “Applicants’’) 
filed an application on December 8, 1975, and an 
amendment thereto on January 30, 1976, pursuant to 
Section 17(b) of the Act and Rule 17d-1 thereunder 
for an order permitting Applicants to engage in certain 
transactions. All interested persons are referred to the 
application on file with the Commission for a statement 
of the representations contained therein which are 
summarized below. 


On February 18, 1975, the Commission issued an 
order (Investment Company Act Release No. 8676) on 
an application filed by Vanguard, Vanguard Funds and 
Wellington Management Company (“WMC”), their 
investment adviser and principal underwriter, to permit, 
in substance, the partial internalization of the Vanguard 
Funds through Vanguard, a corporation owned by the 
Vanguard Funds which provides them with corporate 
management and administratives services at cost. 
Pursuant to this arrangement, each of the Vanguard 
Funds contributed to the capital of Vanguard in propor- 
tion to such fund's relative net assets. Adjustments will 
be made periodically to maintain proportional ownership 
by each of the Vanguard Funds. Applicants state that 
after approval by the shareholders of each Vanguard 
Fund, Vanguard began its operations on May 1, 1975. 


WMC has organized a new investment company, 
Qualified II, for which WMC will act as investment 
adviser and principal underwriter. Qualified II's Board of 
Directors will be composed of the same persons who 
serve as directors of the Vanguard Funds, and Qualified 
il, will have the same officers as the Vanguard Funds. 
The Vanguard Funds’ Service Contract makes provision 
for other registered investment companies to become 
parties to the agreement and jcin in the “at cost” 
arrangements for corporate management and admin- 
istrative services. The Vanguard Funds propose to permit 
Qualified 11 to become a party to the agreement. 
Qualified I! will participate in the capitalization of 
Vanguard, which is limited to .05% of the net assets 
of each party to the agreement. 


Section 17(a) of the Act, in pertinent part, prohibits 
an affiliated person of or principal underwriter for a 
registered investment company. acting as principal, 
knowingly to sell any security to such registered 
company, or knowingly to purchase from such 
registered investment company any security. Section 
17(b) of the Act provides, however, that the Commission, 
upon application, may exempt a transaction from the 
provisions of Section 17(a) if evidence establishes that 
the terms of the proposed transaction, including the con- 
sideration to be paid, are reasonable and fair and do not 
involve overreaching on the part of any person con- 
cerned, and that the proposed transaction is consistent 
with the policy of each registered investment company 
concerned and with the general purposes of the Act. 


Vanguard is an affiliated person of several of the Van- 
guard Funds which own more than 5% of its voting 
securities. Further, since there are common directors 
and Vanguard Funds and Qualified |! will own all of 
Vanguard's voting securities, Vanguard may be deemed 
to be directly or indirectly controlled by, or under 
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common control with, one or more of the Vanguard 
Funds and Qualified I!; and therefore Vanguard may be 
deemed to be an affiliated person of each of them and 
they may be deemed to be affiliated persons of each 
other. Thus, Applicants state the proposed purchases 
and sales of Vanguard shares by Qualified Il among 
Vanguard and Vanguard Funds may be deemed subject 
to the provisions of Section 17(a). 


Section 17(d) of the Act and Rule 17d-1 thereunder, in 
pertinent parts, prohibit an affiliated person of a regis- 
tered investment company, or an affiliated person of 
such a person, acting as principal, to participate in, or 
effect any transaction in connection with any joint 
enterprise or arrangement in which any such registered 
investment company or a company controlled by such 
registered company is a participant with the affiliated 
person unless an application regarding such trans- 
action is filed and an order is granted permitting such 
joint enterprise or arrangement prior to its submission 
to security holders for approval; and provide that, in 
passing upon such application the Commission will 
consider whether the participation of such registered 
or controlled company in such arrangement is consistent 
with the provisions, policies and purposes of the Act, 
and the extent to which such participation is on a basis 
different from or less advantageous than that of other 
participants. 


Applicants state that Vanguard, Vanguard Funds and 

Qualified Il may be deemed to be engaged in such a joint 
transaction and prohibited from having Qualified II join 
the Vanguard Fund Group unless the Commission issues 
an order allowing the implementation of such proposal. 


Applicants, therefore, request an order pursuant to 
Section 17(b) of the Act and Rule 17d-1 thereunder 
(1) exempting from Section 17(a) of the Act the trans- 
action whereby Vanguard will issue and Qualified II 
will purchase securities of Vanguard as described 
above; (2) exempting from Section 17(a) of the Act the 
transactions whereby each of the Vanguard Funds and 
Qualified !| periodically may purchase and sell securities 
of Vanguard among themselves to maintain ownership 
of Vanguard proportional to their assets; and (3) per- 
mitting Vanguard, Vanguard Funds, and Qualified || to 
enter into and implement the proposed joint transaction 
whereby Qualified II joins the Vanguard Funds described 
herein. 


Vanguard Funds and Qualified || re-assert the representa- 
tions made in their earlier applications, i.e., that the 
internalization of the management of their corporate 
administrative affairs through Vanguard achieves in- 
creased independence from and an increased ability 

to monitor and evaluate the performance of any external 
investment adviser or distributor, thereby increasing 
their ability to obtain the best investment advisory, 
distribution, and administrative services at a reasonable 
cost. They further state that the arrangement increases 
their bargaining power in obtaining advisory and under- 
writing services and reduces the expenses both im- 
mediately and in the long run by having corporate 
administrative services performed at cost. Vanguard 
Funds and Vanguard state that the addition of Qualified 
Il to The Vanguard Fund Group arrangements will pro- 
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duce additional benefits to the Vanguard funds because 
of the ability to spread Vanguard's fixed costs of opera- 
tion over a larger asset base, producing economies of 
scale. Vanguard asserts it has the capability to provide 
services to Qualified 11 without impairing the quality of 
service to others. 


The application states that the proposed contribution to 
the capitalization of Vanguard by Qualified II is reason- 
able in view of the anticipated working capital needs 
of Vanguard and the de minimis portion of its assets to 
be invested, and fair since each investment company 
will contribute capital in proportion to its current net 
assets with the capital contribution being adjustded 
periodically so that no investment company will have 
a disproportionate investment. Applicants further state 
that the essential purposes of the proposal are con- 
sistent with the provisions, policies and purposes of the 
Act. 


Applicants represent that all the proposed arrangements 
and transactions described in the application comport 
with the applicable statutory standards. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than March 9, 1976, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature 
of his interest, the reason for such request and the issues 
of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall 
order a hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail (air mail 
if the person being served is located more than 500 
miles from the point of mailing) upon Applicants at the 
address stated above. Proof of such service (by affidavit 
or in case of an attorney-at-law by certificate) shall be 
filed contemporaneously with the request. As provided 
by Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
herein will be issued as of course following said date, 
unless the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. Persons 
who request a hearing or advice as to whether a hearing 
is ordered will receive any notices and orders issued in 
this matter, including the date of hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9153/Feb ruary 11, 1976 


In the Matter of 
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THE TRAVELERS INSURANCE COMPANY 
THE TRAVELERS FUND B FOR VARIABLE 
ANNUITIES 


and 


THE TRAVELERS FUND B-1 FOR VARIABLE 
ANNUITIES 

One Tower Square 

Hartford, Connecticut 06115 


(812-3837) 


ORDER PURSUANT TO SECTION 11 OF THE ACT AND 
SECTION 17(f) AND PURSUANT TO SECTION 6(c) 
GRANTING EXEMPTIONS FROM SECTION 27(c) AND 
RULES 17f-2 AND 22c-1. 


The Travelers Insurance Company (“Travelers”), a 
Connecticut stock life insurance company, The Travelers 
Fund B for Variable Annuities (“Account B’) and The 
Travelers Fund B-1 for Variable Annuities (“Account 
B-1"), separate accounts of Travelers which are 
registered as open-end management investment com- 
panies under the Investment Company Act of 1940 (“Act”) 
(hereinafter collectively referred to as the “Applicants”’), 
filed an application on July 9, 1975, and amendments 
thereto on August 20, December 4, and December 29, 
1975, pursuant to Section 11 of the Act for an order 
on behalf of Applicants approving an offer of exchange. 
for an order pursuant to Section 17(f) and for an order 
pursuant to Section 6(c) of the Act granting exemptions 
from provisions of Section 27(c)(2) and Rules 17f-2 
and 22c-1 on behalf of Travelers and Account B-1, and 
for an order pursuant to Section 6(c) of the Act granting 
exemption from provisions of Rule 22c-1 on behalf of 
Account B. 


On January 12, 1976, a notice of the filing of the 
application was issued (investment Company Act 
Release No. 9120). The notice gave interested persons 
an opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course, unless a hearing should be ordered. No 
request for a hearing has been filed and the Commission 
has not ordered a hearing. 


The matter having been considered, it is found that the 
granting of the requested order and exemptions is ap- 
propriate in the public interest and consistent with the 
protection of investors and the purposes fairly intended 
by the policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 11 of the Act 
that the proposed exchange offer be approved, and 


IT 1S FURTHER ORDERED, pursuant to Section 17(f) and 
pursuant to Section 6(c) of the Act, that the application 
for exemption from Section 27(c)(2) and Rules 17f-2 
and 22c-1, to the extent requested, be, and hereby is, 
granted effective forthwith. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9154/February 12, 1976 


in the Matter of 


MAGELLAN FUND, INC. 

ESSEX FUND, INC. 

FIDELITY MANAGEMENT & RESEARCH 
COMPANY 


and 


EDWARD C. JOHNSON, 3rd 
35 Congress Street 
Boston, Massachusetts 02109 


(812-3850) 


ORDER OF EXEMPTION PURSUANT TO SECTION 
17(b) OF THE ACT AND ORDER PURSUANT TO 
SECTION 17(d) OF THE ACT AND RULE 174-1 
THEREUNDER. 


An application was filed on August 18, 1975, and an 
amendment thereto on November 24, 1975, by the 
following persons: Magellan Fund, Inc. (“Magellan”) 
and Essex Fund, Inc. (“Essex”), open-end, diversified, 
management investment companies registered under 
the Investment Company Act of 1940 (the “Act”):; 
Fidelity Management & Research Company ("Fidelity”). 
the investment adviser to, and a shareholder of, 
Magellan and Essex: and Edward C. Johnson, 3rd. 
(“Johnsen”), the controlling shareholder of Fidelity and a 
shareholder of Magellan and Essex. The application 
requests an order of the Commission, pursuant to 
Section 17(b) of the Act, exempting the merger of 
Essex into Magellan from the provisions of Section 17(a) 
of the Act and an order of the Commission, pursuant 
to Section 17(d) of the Act and Rule 17d-1 thereunder, 
permitting Fidelity and Johnson to participate, as 
principals, in the merger of Essex into Magellan. 


On January 16, 1976, a notice was issued (Investment 
Company Act Release No. 9124) of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application might be issued on 
the basis of the information stated therein unless a hear- 
ing should be ordered. No request for a hearing has been 
filed and the Commission has not ordered a hearing. 


The matter having been considered, it is found that the 
terms of the proposed transaction are reasonable and 
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fair and do not involve overreaching on the part of any 
person concerned and that the proposed transaction 
is consistent with the policies of Magellan and Essex 
and with the general purposes of the Act. It is further 
found that the participation of Magellan and Essex in 
the proposed transaction is consistent with the provi- 
sions, policies and purposes of the Act and that neither 
Magellan's nor Essex’s participation is on a basis less 
advantageous than that of other participants. 
Accordingly, 


IT IS ORDERED, pursuant to Section 17(b) of the Act. 


that the proposed merger of Essex into Magellan be, 
and hereby is, exempted from the provisions of Section 
17(a) of the Act. 


IT IS FURTHER ORDERED, pursuant to Section 17(d) 
of the Act and Rule 17d-1 thereunder, that the applica- 
tion to permit Fidelity and Johnson to participate, as 
principals, in the merger of Essex into Magellan be, and 
hereby is, granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9155/February 12, 1976 


In the Matter of 


TRINWALL BOND FUND, INC. 
61 Broadway 
New York, New York 10006 


(812-3883) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
FOR EXEMPTION FROM PROVISIONS OF SECTIONS 
2(a)(19) AND 16(a) OF THE ACT. 


On January 14, 1976, notice was issued (Investment 
Company Release No. 9122) of an application of Trin- 
wall Bond Fund, Inc. (“Applicant”), a diversified, open- 
end management investment company registered under 
the Investment Company Act of 1940 (“Act”), for an 
order of the Commission pursuant to Section 6(c) of the 
Act (1) declaring that John K. Lundberg (“Lundberg”) 
shall not be deemed an “interested person” of Applicant 
within the meaning of Section 2(a)(19) of the Act and 
(2) exempting Applicant for a period of time from 
certain provisions of Section 16(a) of the Act to permit 
its Board of Directors to elect Lundberg and Robert C. 
Porter (“Porter”) as directors of Applicant, provided 
that its entire Board of Directors is elected by its share- 
holders at a meeting held within six months after the 
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effective date of Applicant's registration statement on 
Form S-5. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing 
of the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter has been considered and it is found that 
the granting of the application is appropriate and in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from provisions of 
Sections 2(a)(19) and 16(a) of the Act to the extent 
requested, be and hereby is granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 
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Litigation Release 7262/February 9, 1976 


UNITED STATES v. DONALD C. LANGE, ET AL. (9th 
Circuit No. 74-1558, 75-1786, 75-1787) 


William D. Keller, United States Attorney for the 
Central District of California and Robert H. Davenport, 
Administrator of the Denver Regional Ofiice, jointly 
announced that on January 19, 1976 the United States 
Court of Appeals for the Ninth Circuit affirmed the 
convictions of Donald C. Lange of Marina del Ray, 
California and formerly of Casper, Wyoming, Harold 
Schwartz of Los Angeles, California, James J. Journigan 
of Scottsdale, Arizona and Martin Sanchez of Casper, 
Wyoming. 


Lange, Schwartz and Journigan were convicted on 
February 3, 1975 on all counts of an indictment 
charging securities fraud, mail fraud, securities 
non-registration and conspiracy in connection with the 
offer and sale of securities of Pollution Reduction 
Corporation, (PRC), a Wyoming corporation. Sanchez 
was charged on four counts of the same indictment and 
was convicted on three counts charging securities 
fraud, mail fraud and conspiracy respectively. 


The case involved the sale of unregistered stock of 
PRC by Lange, Schwartz and Journigan in which, 
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among other things, they utilized financial statements 
certified by Sanchez in which they represented that 
PRC owned “patent rights” valued at $660,000 relating 
to a device which removed pollutants from industrial 
exhaust and injected the wastes into oil fields for 

later recovery. The device was found to be worthless 
when tested in California. 


On appeal the defendants contended that the trial 
court erred in giving a supplemental instruction to the 
jury following a question by it as to whether it was 
legal for an accountant to set up the books of a 
corporation, act as a consultant and adviser on a 
day-to-day basis and still sign his name to its 

financial statement as a certified public accountant. The 
trial court refused to answer the question with a 
simple yes or no, but reread an instruction previously 
given. The defendants argued that the instruction was 
too long, confusing. and, if given, should have been 
accompanied by other instructions. 


The Court of Appeals held that the instruction 

correctly stated the law and was given in conjunction 
with a reminder to the jury that it should be considered 
along with other instructions as a whole. 


For further details see Litigation Release 6725. 





Litigation Release No. 7263/February 9, 1976 


SEC v. Bausch & Lomb Inc. et al. 73 Civ. 2458 (S.D.N.Y.) 


The Securities and Exchange Commission announced 
today that on January 23, 1976 the Honorable Robert J. 
Ward, United States District Judge for the Southern 
District of New York issued a permanent Injunction 
against Faulkner Dawkins & Sullivan and Faulkner 
Dawkins & Sullivan, Inc. enjoining violations of the 
antifraud provisions of the Securities Exchange Act of 
1934 with respect to the securities of Bausch & Lomb, 
Inc. Faulkner Dawkins & Sullivan and Faulkner 
Dawkins & Sullivan, Inc. consented to the injunction 
without admitting or denying the allegations of the 
Complaint. In addition the Commission announced that 
it had obtained so-ordered undertakings from David C. 
MacCallum, Derrick C. Hoistma in which Messrs. 
MacCallum and Hoistma undertook to abide by the 
injunction against Faulkner Dawkins & Sullivan. As part 
of the Settlement of the Commission's action against 
Messrs. MacCallum and Hoistma, Messrs. MacCallum 
and Hoistma have consented to the institution of an 
administrative proceeding against them wherein the 
sanction will be a censure. MacCallum and Hoistma 
agreed to the settlement without admitting or denying 
the allegations of the Complaint. 


The Complaint alleged that MacCallum, an analyst at 
Faulkner Dawkins & Sullivan received adverse, 

material non-public information regarding Bausch & 
Lomb, Inc. and after receiving said information reduced 
his earnings estimate for Bausch & Lomb’s first quarter, 


withdrew his outstanding buy recommendation with 
respect to Bausch & Lomb common stock and 
conveyed the information to Hoistma and others who, 
thereafter related the information to customers of 
Faulkner Dawkins & Sullivan. The Complaint also 
alleged that on March 16, 1972 after having received 
the information from MacCallum, Hoistma sold or 
caused the sale of Bausch & Lomb common stock. 


Litigation Release No. 7264/February 9, 1976 


SEC v. DALE YOAKUM (D. Minn., Civil Action 
No. 4-72-251) 


William D. Goldsberry, Regional Administrator of the 
Chicago Regional Office of the Securities and 
Exchange Commission, announced that on January 5 
1976, an order of permanent injunction was entered 
against Dale Yoakum, a Denver, Colo., attorney, by The 
Honorable Gunnar Nordbye, United States District 
Judge for the District of Minnesota, Minneapolis 
Division. 


The order enjoins Yoakum from further violations of 
the registration and anti-fraud provisions of the Federal 
securities laws in the offer and sale of the common 
stock of American Mining and Smelting, Inc., a South 
Dakota corporation. 


For further information, see Litigation Release Nos. 
5395, 5428, 5471, 5743. 





Litigation Release No. 7265/February 9, 1976 


UNITED STATES v. WILLIAM RODMAN and 
WILLIAM ROSENBERG 


William D. Moran, Regional Administrator of the 
New York Regional Office, announced that on January 
15, 1976 a federal grand jury sitting in Manhattan 
filed a one count indictment charging William 
Rosenberg (“Rosenberg”) a trader at John R. Maher 
Associates, Inc., a broker-dealer located at 101 Park 
Avenue, New York, New York and William Rodman 
(“Rodman”), a self-employed securities dealer, with 
conspiracy to violate the federal securities laws in 
connection with the sale of the common stock of 
Franklin Properties, Inc. (“FPI"), a New York based land 
development corporation. The indictment charged 
that Rosenberg and Rodman in connection with their 
efforts to sell 150,000 shares of FPI to the public, 
conspired to offer secret bribes to registered 
representatives to induce them to sell FP! stock to 
their customers. On December 8, 1975 the Commission 
suspended trading in FPI for a ten day period. On 
January 26, 1976, Rosenberg and Rodman pleaded 
not guilty to the charge in the indictment. 
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Litigation Release No. 7266/February 9, 1976 


SEC v. GOODMAN SECURITIES CORP.., et al. 
(E. D. Va. Civil Action No. 76-0007-R) 


Paul F. Leonard, Administrator of the Washington 
Regional Office of the Securities and Exchange 
Commission, announced that on January 28. 1976, 
Judge D. Dortch Warriner of the U.S. District Court for 
the Eastern District of Virginia entered an order: 

(1) permanently enjoining Goodman Securities Corp.. 
Robert M. Goodman Associates, Inc. and Robert M. 
Goodman, President and sole stockholder of both 
entities, all of Richmond, Virginia, from violating the 
registration and anti-fraud provisions of the 

securities laws in connection with the offer and sale 
of securities; namely, interests in limited partnerships 
or any other securities; (2) permanently enjoining 
Goodman Securities Corp. and Robert M. Goodman 
from violating the broker-dealer books and records 
provisions of the securities laws; and (3) protecting 
against the dissipation of assets by the enjoined 
parties and their agents. The defendants consented to 
the order without admitting or denying the allegations 
in the Commission's Complaint. 





Litigation Release No. 7267/February 9, 1976 


SEC v. COLONIAL REALTY SECURITIES INC., ET AL. 
(U.S.D.C., Mass.) 


Floyd H. Gilbert. Administrator of the Boston Regional 
Office of the Securities and Exchange Commission today 
announced the filing in the U.S. District Court for the 

District of Massachusetts of a Complaint seeking to en- 
join Colonial Realty Securities Company, Hancock Man- 
agement Company of Boston, Massachusetts, David E. 
Dick and Robert Waldman of Newton, Massachusetts. 


The Complaint alleges violations of the anti-fraud pro- 
visions of the Federal securities laws in the offer and 
sale of priority participations as limited partners in 
Colonial Realty Investment Company, New Colonial 
Realty Investment Company and Tri-Colonial Realty In- 
vestment Company. Robert Waldman and David E. Dick 
organized and served as the general partners of each of 
the abovementioned !imited partnerships and of Han- 
cock Management Company. Hancock managed all of 
the properties of the limited partnerships. Waldman arid 
Dick also served as the president and treasurer of Realty, 
the exclusive broker-dealer for the sale of the ‘limited 
partnership interests. 


The Complaint alleges among other things that the 
general partners and Realty aided and abetted by Han- 
cock engaged in a fraudulent course of conduct and made 
material misrepresentations and omissions in the offer 
and sale of the limited partnership interests including 
among other things the financial condition of the limited 
partnerships, the terms and conditions of the limited 
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partnership agreements and offering brochures, the use 
of investor funds to sustain affiliates of the general 
partners, co-mingling partnership funds and employing a 
pyramid device in order to sustain payments to investors. 
Investors in the limited partnerhips, in addition to 
Massachusetts, reside in some 16 states, including 
Maine, New Hampshire, Connecticut and Rhode Island. 


Material assistance was provided by the Securities Divi- 
sion of the Commonwealth of Massachusetts. 





Litigation Release No. 7268/February 10, 1976 


S.E.C. v. STELBER INDUSTRIES, INC., United States 
District Court for the District of Columbia, Civil Action 
No. 76-0231. 


The Securities and Exchange Commission announced 
the filing of a complaint in the United States District 
Court for the District of Columbia on February 6, 1976, 
seeking a court order directing Stelber Industries, Inc., 
(“Stelber”), Medford, New York, to comply with the re- 
porting provisions of the Securities Exchange Act of 
1934 and seeking a permanent injunction against further 
such violations. According to the Commission's com- 
plaint against Stelber, the company failed to file with the 
Commission its annual report on Form 10-K for its 
fiscal year ended June 30, 1975, and its quarterly report 
on Form 10-Q for the quarter ended September 30, 
1975. 





Litigation Release No. 7269/February 10, 1976 
SEC v. J. S. ROBERTS & CO. (D.N.J.) 


William D. Moran, Regional Administrator of the New 
York Regional Office of the Securities and Exchange 

Commission, announced today that on February 2, 1976, 
the Commission filed a Complaint in the United States 
District Court in Newark, New Jersey charging J. S. 

Roberts & Co., a broker-dealer located at 211 Elmer 

Street, Westfield. New Jersey, with violating the Com- 
mission’s net capital, bookkeeping and supplemental re- 
porting provisions under Sections 15 (c) (3) and 17 (a) of 
the Securities Exchange Act of 1934 and Rules 15c3-1, 
17a-3, 17a-4 and 17a-11 thereunder. In its Complaint, 
the Commission requested a temporary restraining order 
and preliminary and permanent injunctions enjoining the 
defendant from further violations of these provisions as 
well as the appointment of a temporary receiver for J. S. 
Roberts & Co. As part of the violative conduct engaged 
in by the defendant, the Commission's pleadings alleged 
that customers’ funds, totaling approximately $400,000, 
were accepted by the firm purportedly for the purchase 
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of municipal securities which were, apparently, never 
purchased. 


On the same day, the Securities Investor Protection Cor- 
poration (“SIPC”) filed an application alleging that J. S. 
Roberts & Co. had failed to meet its obligation to its cus- 
tomers and that such customers are in need of protection 
under the Securities Investor Protection Act of 1970. 

In its application, SIPC requested the appointment of a 
trustee for the purpose of liquidating J. S. Roberts & Co. 


On February 3, 1976, United States District Judge 

Herbert J. Stern of the District of New Jersey temporarily 
restrained J. S. Roberts & Co. from violating the above 
provisions of the Securities Exchange Act of 1934, and 
appointed a temporary receiver for J. S. Roberts & Co. 





Litigation Release No. 7270/February 10 1976 


S.E.C. v. GENERICS CORPORATION OF AMERICA, et al. 
(D.N.J. 75 Civil Action No. 2179) 


William D. Moran, Administrator of the New York Re- 
gional Office of the Securities and Exchange Commission 
(“Commission”) announced the entry on February 3, 


, 1976 of a Final Judgment of Permanent Injunction by 
* Consent, signed by the Honorable Frederick B. Lacey, 


enjoining Jerald (Jerry) Zelin (“Zelin”) of Englewood, New 
Jersey from violating or aiding and abetting in the viola- 
tion of the anti-fraud, proxy and reporting provisions 
of the federal securities laws. 


In addition to the above injunctive relief, the Judgment 
provided that, until lifted or modified by the Court, Zelin: 


1) is enjoined from voting or influencing the voting of any 
shares of Generics Corporation of America (“Generics”) 
in which he has or had a record or beneficial interest; 


2) must report to the Court and the Commission all trans- 
actions in the securities of Generics and Environmental 
Hydronics, Inc., a former subsidiary of Generics; and 


3) is enjoined from holding any position as an officer or 
director of Generics or any of its subsidiaries. 


The Commission’s complaint, filed on December 18, 
1975, alleged that the consolidated financial statements 
for Generics for the years ended December 31, 1972 
through 1974 and for interim periods from December 31, 
1972 to the present were false and misleading in that 
inventory, asset and income amounts contained therein 
were overstated. Without admitting or denying the alle- 
gations, the other defendants, Generics, Stuart Friedman 
and S.M. (Jesse) Stancarone, consented to the entry of 
Final Judgments of Permanent Injunction. Furthermore, 
certain ancillary relief was obtained against Generics. 
For further information see Litigation Releases No. 7218 
and 7224. 









Litigation Release No. 7271/February 10, 1976 


S.E.C. v. JOHN H. CLIFTON 
Civil Action No. 76-225 (D.D.C.) 


The SEC announced that on February 6, 1976, it filed a 
complaint in U.S. District Court in the District of Colum- 
bia against John H. Clifton, of Atlanta, Georgia, seeking 
to enjoin him from violating the Federal securities laws 
and certain other relief. The complaint was filed simul- 
taneously with a stipulation whereby Clifton, without 
admitting or denying the allegations in the complaint, 
agreed to consent to a Court order directing him (1) not 
to violate Section 17 (a) of the Securities Act of 1933, 
Section 10 (b) of the Securities Exchange Act of 1934, 
and Rules 10b-5 and 10b-9; and (2) to reimburse J. C. 
Oil, Ltd. — 1974 for certain expenses charged to that 
limited partnership. 


The complaint focused on oil and gas drilling limited 
partnerships sponsored by Clifton in 1973 and 1974. 
The terms of these partnerships required Clifton to raise 
a minimum of $400,000 or return the proceeds to inves- 
tors, and to refrain from entering into any arrangements 
with drilling operators until after the minimum had been 
collected. The complaint alleged that in 1973, Clifton 
failed to reach $400,000 by the deadline but continued 
to sell limited partnership interests. Furthermore, ac- 
cording to the complaint, Clifton informed investors that 
he personally invested $40,000 in the venture, and then 
subsequently, upon termination of the offering, withdrew 
such $40,000 without disclosure. The complaint charged 
that in both 1973 and 1974 Clifton prematurely entered 
into arrangements with drilling operators, and that in 
1974 he committed $24,000 to two wells which he 
knew to be dry while he was continuing to sell limited 
partnership interests to investors. Finally, the complaint 
alleged that the premature commitment of partnership 
funds to drilling operations in both years were mis- 
leadingly represented as valid tax deductions. 





Litigation Release No. 7272/February 10, 1976 


S.E.C. v. SUMMER HILLS, INC.., et al., 
(U.S.D.C. COLO Civil Action No. ) 


Robert H. Davenport, Administrator of the Denver Re- 
gional Office of the Securities and Exchange Commission 
announced that on February 5, 1976, a complaint was 
filed in the Federal District Court for the District of 
Colorado seeking to enjoin Summer Hills, Inc., Armon 
Systems of Colorado, Inc., Western Armon Systems, Inc., 
a Colorado corporation, Western Armon Systems, Inc., a 
Wisconsin corporation, Western Armon Systems, Inc., a 
Virginia corporation, Bio-Systems Enterprises, Inc., and 
Joseph B. Erni from violations of the registration and 
anti-fraud provisions of the federal Securities Act of 1933 
and the anti-fraud provisions of the Securities Exchange 
Act of 1934 and rules promulgated thereunder. 
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The allegations set forth in the complaint relate to the 
offer for sale and sale by the defendants of common 
stock and investment contracts in the nature of exclusive 
territorial licensing agreements of the above named 
corporate defendants. 





Litigation Release No. 7273/February 10, 1976 


S.E.C. v. CANYON SILVER COMPANY, et al. 
(D. Mont. Missoula Div. CV-76-10-M) 


Jack H. Bookey, Regional Administrator of the Seattle 
Regional Office of the Securities and Exchange Com- 
mission, announced today that a complaint was filed in 
the United States District Court at Missoula, Montana on 
January 16, 1976 seeking an injunction against Canyon 
Silver Company (Canyon) a Nevada corporation and Urcle 
C. Campbell (Campbell) of Thompson Falls, Montana to 
enjoin them from further violations of the registration 
and anti-fraud provisions of the federal security laws. 


The complaint alleges that the defendants sold unreg- 
istered shares of common stock of Canyon to the public 
without complying with the registration provisions of the 
Securities Act of 1933. It is also alleged that the sales 
were made through the use of faise statements of 
material facts and omissions to state material facts con- 
cerning Canyon’s expected performance, use of the stock 
sales proceeds, and Canyon’s financial condition ail in 
violation of the anti-fraud provisions of the federal 
securities laws. 


A motion for preliminary injunction will be heard in Butte, 
Montana on March 2, 1976. 





Litigation Release No. 7274/February 10, 1976 


SEC v. RIO GRANDE OIL COMPANY, et al. 
(S.D. Tex.) 


Richard M. Hewitt, Administrator of the Fort Worth Re- 
gional Office and James E. Sims, Assistant Administrator 
(Houston Branch Office) of the Securities and Exchange 
Commission, today announced the filing of a com- 
plaint February 6, 1976 in Federal District Court at 
Houston, Texas seeking to enjoin further violations of the 
registration and anti-fraud provisions of the federal secu- 
rities laws by Rio Grande Oil Company, Thomas Norton, 
David Worthington and Lynn W. Machen, all of Houston. 


The complaint alleges violations of the registration and 
antifraud provisions of the federal securities laws by the 
defendants in connection with the offer and sale of frac- 
tional undivided interests in oil and gas leases located 
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in Caldwell, Colorado, Guadalupe, Taylor and Mont- 
gomery Counties, Texas. (| 
The complaint also alleges that Rio Grande Oil Company, 
Norton, Worthington and Machen misrepresented, 
among other things, the financial condition of Rio Grande 
Oil Company, the prior success of their drilling ventures, 
and the return investors could expect on their investment 
with Rio Grande Oil Company. 


Material assistance was rendered in this matter by the 
Texas Securities Board. 





Litigation Release No. 7275/February 10, 1976 


SEC v. MASTER DRILLERS, INC., et al. 
(N.D. Tex.) 


Richard M. Hewitt. Administrator of the Fort Worth Re- 
gional Office of the Securities and Exchange Commission, 
today announced that on February 4, 1976, Federal Dis- 
trict Judge Robert W. Porter, at Dallas, Texas, entered 
Orders of Permanent Injunction by Consent enjoining 
Master Drillers, Inc., Standard Energy Corporation, Trans- 
land Energy Corporation, Kenneth F. McCarroll, Jack T. 
Redden, all of Dallas, Kent D. Gilmer, Robert D. Philpot, 
both of Deer Park, Texas, and Ernest Peltzer and Jasper 
P. Scalise, both of Pasadena, Texas, from further viola- 
tions of the registration and antifrauc provisions of the 
federal. securities laws. 


In addition, on December 30, 1975, Judge Porter entered 
Orders of Permanent Injunction by Consent enjoining 

Edrie T. Blake, Dallas, and Walter L. George, Jr., Shreve- 
port, Louisiana, from further violations of the registration 
and antifraud provisions of the federal securities laws. 


Master Drillers, inc., Standard Energy Corporation, Trans- 
land Energy Corporation, Blake, George, Gilmer, 
McCarroll, Peltzer, Philpot, Redden and Scalise all con- 
sented to the entry of the permanent injunctions without 
admitting or denying the allegations in the Commission's 
Complaint. 


The Commission’s Complaint, filed December 5, 1975. 
charged Master Drillers, Inc., Standard Energy Corpora- 
tion, Transland Energy Corporation, McCarroll, Redden, 
Gilmer, Philpot, Peltzer, Scalise, Blake and George with 
violations of the federal securities laws in connection 

with the sale of fractional undivided working interests 
in Texas oil and gas leases issued by Standard Energy 
Corporation. In addition, Master Drillers, Inc., Transland 
Energy Corporation, Philpot and Redden were charged 
with violations of the registration provisions of the federal 
securities laws in connection with the sale of fractional 
undivided working interests in Texas oil and gas leases 
issued by Transland Energy Corporation. 


Master Drillers, inc., Standard Energy Corporation, Blake, 
George, Gilmer, McCarroll, Peltzer, Philpot, Redden and 
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Scalise were also charged with violations of the anti- 
fraud provisions of the federal securities laws in connec- 
tion with the offer and sale of fractional undivided work- 
ing interests in Texas oil and gas leases issued by 
Standard Energy Corporation. In this regard, the defen- 
dants were charged with making material misstatements 
and omitting to state material facts in connection with 
the sale of these securities concerning the use and accu- 
racy of oil detecting equipment, refunds of investors’ 
money, the profits to be derived from the purchase of 
these securities, the tax advantages of oil and gas in- 
vestments, as well as the success of previous wells 
drilled for Standard Energy Corporation by Master 
Drillers, Inc. 


The Commission’s Complaint further charged Master 
Drillers, Inc., Transland Energy Corporation, Philpot and 
Redden with making material misstatements and omit- 
ting to state material facts in connection with the offer 
and sale of fractional undivided working interests in 
Texas oil and gas leases issued by Transland Energy 
Corporation, concerning the filing of registration state- 
ments with the Commission, the prepayment of drilling 
expenses, the degree of risk involved in investments 
with Transland Energy Corporation, the tax advantages 
from oil and gas investments, and the relationship be- 
tween Transland Energy Corporation and Master Drillers, 
Inc. 


In addition, Phiipot was charged with fraud in the offer 
and sale of common stock issued by Geophysical 
Sciences Corporation. Misrepresentations and omissions 
in this regard include the use and accuracy of oil de- 
tecting equipment in the possession of Geophysical 
Sciences Corporation, the use of proceeds from the sale 
of the common stock, as well as the identity, back- 
ground and experience of controlling persons of Geo- 
physical Sciences Corporation. 


Master Drillers, Inc. and Philpot were also charged with 
fraud in the offer and sale of bonds issued by Master 
Drillers, Inc. It was charged that Philpot made material 
misstatements and omissions concerning the existence 
of escrow accounts, security for first mortgage bonds 
issued by Master Drillers, Inc., as well as the identity, 
background and experience of controlling persons of 
Master Drillers, Inc. 


For further information, see Litigation Release No. 7204. 





Litigation Release No. 7276/February 10, 1976 


SEC v. AMERICAN SOUTHWEST DEVELOPMENT 
CORPORATION, et al. (N.D. Tex.) 


Richard M. Hewitt, Administrator of the Fort Worth 
Regional Office of the Securities and Exchange Com- 
mission announced today that on January 30, 1976, 
Federal District Judge William M. Taylor, Jr., at Dallas, 
Texas, entered an order granting the Commission's 


Motion for Summary Judgment permanently enjoining 
William M. Reese, Jr., Arlington, Texas, from further 
violations of the registration and anti-fraud provisions 
of the federal securities laws. 


The Complaint charged that Reese. Jr., formerly of 
Dallas, Texas, offered and sold unregistered common 
stock in American Southwest Development Corporation, 
Dallas, through the use of false and misleading 
statements. 


For further information see Litigation Release Nos. 
5911, 5977, 6365, 6366 and 6870. 





Litigation Release No. 7277/February 10, 1976 


SEC v. REPUBLIC MINERAL CORPORATION, et al. 
(S.D. Tx.) 


Richard M. Hewitt, Administrator of the Fort Worth 
Regional Office and James E. Sims, Assistant Adminis- 
trator (Houston Branch Office) of the Securities & Ex- 
change Commission today announced the filing of a com- 
plaint February 4, 1976 in Federal District Court at 
Houston, Texas seeking to enjoin further violations of the 
registration and antifraud provisions of the federal 
securities laws by Republic Mineral Corporation and 
Edward Gregg Wallace, Jr., both of Houston, Texas. 


The complaint alleges violations of the registration and 
antifraud provisions of the federal securities laws by the 
defendants in connection with the offer and sale of frac- 
tional undivided interests in oil and gas drilling programs 
to be drilled in Ohio, Texas, Nebraska, Arizona and New 
Zealand. 


It is alleged that fractional undivided interests in oil and 
gas drilling programs were offered and sold to investors 
on a turnkey drilling basis without being registered with 
the Securities and Exchange Commission. The complaint 
further alleges that the defendants misrepresented the 
financial condition of Republic, the prior success of 
Republic's drilling ventures, and the return investors 
could expect on their investment with Republic. 





Litigation Release No. 7278/February 10, 1976 
SEC v. TEX-A-CHIEF, INC., et al. (N.D. Tex.) 





Richard M. Hewitt, Administrator of the Fort Worth Re- 
gional Office of the Securities and Exchange Commission 
today announced that on February 3, 1976 Federal Dis- 
trict Judge Robert M. Hill, Dallas, Texas, entered orders 
of permanent injunction enjoining Paul H. Brumley, a 
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Dallas attorney, and Donnie C. Webb and Webb-Adams, 
Inc., both of St. Louis, Missouri, from violations of the 
registration and antifraud provisions of the federal 
securities laws. 


Previously on January 16, 1976 Judge Hill entered an 
order of permanent injunction enjoining Archie S. Barn- 
hill, a Dallas certified public accountant, from viola- 
tions of the registration and antifraud provisions of the 
federal securities laws. 


Brumley, Webb, Webb-Adams, Inc. and Barnhill all con- 
sented to the entry of the injunctions without admit- 
ting or denying the allegations in the Commission's 
complaint which was filed in Federal District Court at 
Dallas on December 8, 1975. 


The Commission’s complaint charged that Barnhill, 
Brumley. Webb and Webb-Adams, Inc. participated in 
the offer and sale of unregistered investment contracts 
in the form of purported call options for silver bullion 
issued by Tex-A-Chief, Inc., Dallas, to investors in several 
states. 


The complaint charged that call options for silver bul- 
lion were issued by Tex-A-Chief, Inc. to investors based 
upon the ability of Tex-A-Chief, Inc., through a secret 
process, to extract vast quantities of silver from low 
grade, graphitic ychist ore located on properties located 
near Llano, Texas. The complaint alleged that there is 
no process by which silver or other precious metals can 
be extracted in commercial quantities from low-grade, 
graphitic schist ore. 


The complaint further charged that Barnhill prepared 
and certified a fraudulent financial statement relating to 
Tex-A-Chief, Inc. which was distributed to investors. 


For further information, see Litigation Release No. 7205. 





Litigation Release No. 7279/February 10, 1976 


SEC v. WALLACE GENE McKINNEY, et al. 
(Dist. of Kans.) 


Richard M. Hewitt, Administrator of the Fort Worth Re- 
gional Office of the Securities and Exchange Commission, 
today announced that on January 29, 1976 Federal Dis- 
trict Judge Frank G. Theis, Wichita, Kansas, entered an 
order of preliminary injunction enjoining Joseph Warren, 
Ill, an attorney. and Edwards & Warren, P.A., @ law 

firm, both of Charlotte, North Carolina, from violations 
of the federal securities laws in connection with the sale 
of investment contracts in the form of purchase and 

maintenance agreements for cattle. Warren and Edwards 
& Warren, P.A. consented to the entry of the injunction. 


Previously Judge Theis on January 6, 1976 entered an 
order of permanent injunction by default enjoining 
James Don Shelton, individually and d/b/a J. Don 
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Shelton & Associates, Greenville, South Carolina, from 
violations of the registration and antifraud provisions 
of the federal securities laws in connection with the sale 
of investment contracts in the form of purchase and 
maintenance agreements for cattle. 


The Commission's complaint, which was filed in Federal 
District Court at Wichita on November 3, 1975, charged 
that Warren, Edwards & Warren, P.A., Shelton and J. 
Don Shelton & Associates sold to investors in several 
states purchase and maintenance agreements for cattle 
issued by McKinney Cattle Company, Hutchinson, 
Kansas. 


For further information see Litigation Release Nos. 7176, 
7169 and 7153. 
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SEE 
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